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Ethnocentric Tendencies of Consumer Behaviour and its
Influence on the Perception of Private Labels

Marian Cvirik
ORCID: 0000-0003-4701-1543
marian.cvirik@euba.sk
University of Economics in Bratislava, Faculty of Commerce, Department of
Marketing, Bratislava, Slovakia.

Abstract: The main objective of this article is (1) Measuring consumer ethnocentrism, (2)
measuring private label perception, (3) examining the relationship between consumer
ethnocentrism and private label perception, and (4) identifying consumer segments based on
private label perception and consumer ethnocentrism. The article is supported by a primary
survey based on 281 respondents. In this article we use various philosophical-scientific
methods (analysis, synthesis, scientific abstraction, generalization method and others) as well
as statistical-mathematical methods (descriptive statistics methods, inductive statistics
methods, correlation and cluster analysis). ethnocentrism influences certain determinants of
the attitude towards private labels, and the results can be applied both in the field of marketing
in the creation of campaigns and the context of the promotion of domestic products and
strategic planning of companies and branding.

Keywords: Consumer ethnocentrism, Private labels, CETSCALE, Slovakia

JEL Classification codes: M31, D12, C20

INTRODUCTION

Consumer ethnocentrism has its origins in social psychology. As early as the beginning of the
20th century, an examination of ethnocentrism as such appeared in the scientific community,
which in the 1980s was transformed into a concept called consumer ethnocentrism. Consumer
ethnocentrism uses a system of segmentation, with a group of ethnocentric consumers buying
a domestic product to support their country, while a group of non-ethnocentric resp. a group
of consumers with a low degree of consumer ethnocentrism is not interested in buying
domestic products due to the support of the economy. Of course, even a non-ethnocentric
consumer may be interested in domestic products, but his reasons for buying a domestic
product are different (e.g. product parameters and the like).

Many experts examine the impact of consumer ethnocentrism as a factor in consumer
purchasing decisions. Several studies are examining the impact of consumer ethnocentrism in
terms of brand preference, but no one has yet explored the link between consumer
ethnocentrism in terms of private label preference. Private labels are retailers' own brands. In
the minds of ethnocentric consumers, it may therefore be the purchase of these brands in the
context of efforts to improve the economic situation of the retail store, to promote employment
in the retail store, which ultimately leads to an improvement in the state of the domestic
economy. It is questionable whether consumers perceive private labels in the context of a
domestic store or in the context of a foreign retail brand.

What is the level of consumer ethnocentrism? How do consumers perceive private labels? How
does consumer ethnocentrism affect perceptions and attitudes towards private labels? What
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segments can be identified based on the level of consumer ethnocentrism and the perception
of private labels? We are also looking for answers to these questions in our article.

1. LITERATURE REVIEW

Author(s) Murphy (1990) characterizes Private Label as "a strategy of offering products,
specially manufactured for a private label retailer and under its specification". Private labels
are one of the current trends of retailers. From several definitions by the authors of the
literature, a private label can generally be understood as a brand of products that are
manufactured, owned and labelled by a retail chain. An advantageous feature of these brands
is the promotion of a lower price, but with the preservation of product quality compared to the
brands of the competition.

For private labels, price (Ashley, 1998; Mendéz et al., 2008) and quality (Zielka and
Dobbelstein, 2007) are considered to be the most important factors influencing consumer
perception, which affect brand image and consumer loyalty to the brand (Lin, Li, Wang et al.,
2017). The willingness to buy private labels is largely influenced by the location and image of
the business (Ailawadi and Keller, 2004), which may be influenced by ethnocentric tendencies
in the understanding of private labels in the context of the national brand - local store support,
local employment support and so on. Wulf et al., 2005).

Shimp and Sharma (1987), who characterized consumer ethnocentrism as follows, are the
creators of the theory of consumer ethnocentrism in the scientific field: "From the point of
view of ethnocentric consumers, the purchase of imported products is wrong, because they
think it negatively affects the economy of the home country, causes job regulation and acts
as non-proprietary. Imported products are therefore unacceptable from the point of view of a
highly ethnocentric consumer. " (Shimp-Sharma, 1987) “A strongly ethnocentric consumer is
interested in domestic production to what extent they help his country's economy (e.g. lower
unemployment, economic welfare growth, national budget growth, and others). We can say
that an intensely patriotic consumer will prefer domestic production, although more likely from
their country's love.” (Cvirik, 2021) The influence of consumer ethnocentrism on brand
evaluation has been investigated in many studies (e.g., Chadhry et al., 2021; Li - He, 2013;
Wanninayake - Chovancova, 2012; Fazli-Salehi et al., 2021; Wei, 2008; Souiden et al., 2018;
Bernard et al., 2020), but not from the point of view of private labels, but most often from the
point of view of the preference of domestic and foreign brands.

2. METHODOLOGY

The main objective of this article is (1) Measuring consumer ethnocentrism, (2) measuring
private label perception, (3) examining the relationship between consumer ethnocentrism and
private label perception/ evaluation, and (4) identifying consumer segments based on private
label perception and consumer ethnocentrism.

Based on this goal, we created the following research questions and hypotheses:
RQ1: What is the level of consumer ethnocentrism in the selected country?
RQ2: How can the perception of private labels in the selected country be characterized?

H1: Is there a relationship between the perception of private labels and the level of
consumer ethnocentrism?

RQ3: What segments can be identified from the point of view of consumer
ethnocentrism and the perception of food private labels?

2
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In the article we use basic philosophical methods (analysis, synthesis, scientific abstraction),
as well as specific statistical methods (methods of descriptive statistics, measuring the
reliability estimate of a research tool, correlation analysis, cluster analysis).

Sample

In the first step, the country was chosen. As Slovakia is the "heart of Europe" and several
cultures meet here, it is an ideal adept for the study of consumer ethnocentrism. At the same
time, price preferences in consumer behaviour suggest that consumers will be informed about
private labels as cheaper options.

The article is supported by a primary survey, with 281 respondents becoming the basis. The
basic population was defined as consumers of Slovak nationality. The ethnic context was
important especially for the correct measurement of consumer ethnocentrism. The sample has
the character of a comfortable sample. The sample consisted of 99 men (35.23 %) and 182
women (64.77 %). Most respondents were aged 18-25.

Perception of a private label

In terms of private label perception, we focused on the evaluation of generic cognitive and
affective parameters, such as perceived quality, perceived price, perceived taste, but also
conative parameters such as private label purchase, intention to purchase private labels and
private label preferences. The aim was to create a scale tool for measuring the perception of
private food labels. We used reliability estimation coefficients - McDonald's omega and
Cronbach's alpha to verify the reliability of the instrument. It is generally recognized as a
reliable instrument that reaches an estimated coefficient above 0.700. Cronbach's alpha was
at 0.625 and McDonald's omega at 0.660, which means that reliability is not acceptable and
therefore it is not possible to speak of a single instrument. For this reason, we will continue to
work with the statements separately (not as a whole).

Consumer ethnocentrism

Consumer ethnocentrism was measured based on of CETSCALE10 (Simp-Sharma, 1987). As
this is a borrowed / foreign instrument, it was necessary to verify its reliability. We used
reliability estimation coefficients - McDonald's omega and Cronbach's alpha to verify the
reliability of the instrument. The overall level of McDonald's omega was 0.856 and Cronbach's
alpha was 0.857, which can be interpreted as an acceptable measure of reliability estimation.
From the point of view of scientific knowledge, it is important to use the "if item dropped"
method, which aims to determine whether it would not be possible to achieve a higher degree
of reliability estimation when eliminating a statement. We recorded the results in Tab. 1.
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Table 1 Evaluation of the reliability estimate for CETSCALE10 using the "if item dropped"

method
CETSCALE10 items McDonald's | Cronbach's
w* a*x*
2. Only thqse products that are unavailable in the Slovak Republic 0.850 0.850
should be imported.
4. Slovak products, first, last, and foremost. 0.852 0.851
5. Purchasing foreign-made products is un-Slovakian. 0.843 0.844
6. Itis not righF to purchase foreign products, because it puts 0.839 0.839
Slovaks out of jobs.
7. A real Slovak should always buy Slovak - made products. 0.836 0.837
8. We should purchase products manufactured in Slovak Republic 0.834 0.837
instead of letting other countries get rich off us. ) )
11. Slovaks should not buy foreign products, because this hurts
; 0.843 0.844
Slovaks business and causes unemployment.
13. It may cost me in the long-run but I prefer to support Slovak 0.851 0.851
products.
16. We should buy from foreign countries only those products that
IR 0.843 0.843
we cannot obtain within our own country.
17. Slovak consumers who purchase products made in other 0.842 0.843
countries are responsible for putting their fellow Slovaks out of work. ) )

Note: * Overall level = 0.856
** Overall level = 0.857
Source: own calculations.

As Table 1 shows, there is no need to exclude any statement to increase reliability, and
therefore we will continue to work with the tool in this form.

3. RESULTS AND DISCUSSION

3.1 Survey results
In the following section, we focus on answering research questions and verifying the
formulated hypotheses.

RQ1: What is the level of consumer ethnocentrism in the selected country?

The degree of consumer ethnocentrism was measured based on CETSCALE10 (Shimp-Sharma,
1987), with the tool containing 10 statements to which respondents respond on a five-point
Likert scale (0 - strongly disagree, 4 - absolutely agree). We recorded the basic statistical
indicators (mean and standard deviation) in Tab. 2.
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Table 2 Mean and standard deviation of individual statements CETSCALE10

CETSCALE10 items Mean | St. dev

1. Only those products that are unavailable in the Slovak Republic should be
; 2.38 1.25
imported.
2. Slovak products, first, last, and foremost. 2.49 1.05
3. Purchasing foreign-made products is un-Slovakian. 0.84 0.91
4. It is not right to purchase foreign products, because it puts Slovaks out of 1.35 1.07
jobs. . .
5. A real Slovak should always buy Slovak - made products. 1.02 1.01
6. We should purchase products manufactured in Slovak Republic instead of

. ) . 2.45 1.17
letting other countries get rich off us.
7. Slovaks should not buy foreign products, because this hurts Slovaks business 1.62 1.06
and causes unemployment. ) )
8. It may cost me in the long-run but I prefer to support Slovak products. 2.45 1.07
9. We should buy from foreign countries only those products that we cannot

A 1.95 1.23

obtain within our own country.
10. Slovak consumers who purchase products made in other countries are 117 0.98
responsible for putting their fellow Slovaks out of work. ) )

Source: own calculations.

As Table 2 shows, we measured the lowest value in statement 3. (Purchasing foreign-made
products is un-Slovakian.) and we measured the highest value in statement 2. (Slovak
products, first, last, and foremost.). However, CETSCALE10 is a comprehensive tool that, when
the individual statements are summed, indicates the level of overall consumer ethnocentrism.
From the above, it can be stated that the resulting value of consumer ethnocentrism will range
from 0 to 40 points. The average measured value is at the level of 17.7 points with a standard
deviation of 7.18 points. The median is 18 points and the mode are 17 points. The minimum
measured value was 1 point and the maximum measured value of consumer ethnocentrism
was at the level of 36 points. Overall, we rate the level of consumer ethnocentrism as below
average (approximately 44.35 %).

RQZ2: How can the perception of private labels in the selected country be characterized?

The perception of private labels was assessed using key factors, which we transformed into
statements. Respondents expressed their degree of (dis) agreement on the five-points Likert
scale for individual statements. We recorded the results for individual statements in Tab. 3.

https://doi.org/10.18267/pr.2022.kre.2454.1



Tab. 3 Evaluation of key factors in the perception of private foods

Statement Mean | St. dev
1. Retail chain's own / private food labels are of better quality than other 211 0.85
brands. ’ ’

2. Retail chain's own / private food labels are cheaper than other brands. 2.43 1.07
3. Retail chain's own / private food labels taste better than other food brands. 1.97 0.81
4. I buy private food label of retail chains. 2.19 1.10
5. I plan to buy private food brands of retail chains. 2.28 1.01
6'.1 Whenever I have the opportunity, I prefer private food brands to retail 1.68 1.07
chains.

Source: own processing.

As Tab. 3 shows, the private labels of retail chains are rated as products at about the quality
level of the brands, with a better price and about the same taste. It can be stated that a
preference in terms of buying private exists, but in all circumstances.

H1: Is there a relationship between the perception of private labels and the level of
consumer ethnocentrism?

We used correlation analysis to examine the relationship (intensity and direction). The results
of the correlation coefficients in terms of a simple correlation matrix were recorded in Table 4.

Tab. 4 Correlation matrix

SUM
CETSCALE10
1. Retail chain's own / private food labels are of better quality than other brands. 0.152
2. Retail chain's own / private food labels are cheaper than other brands. 0.016
3. Retail chain's own / private food labels taste better than other food brands. 0.118
4. 1 buy private food label of retail chains. 0.051
5. I plan to buy private food brands of retail chains. 0.167
6. Whenever I have the opportunity, I prefer private food brands to retail chains. 0.302

Source: own processing.

The results in Tab. 4 indicate that in all cases there is a positive relationship in terms of
direction. The differences can be seen in the intensity of the relationship. The strongest
relationship exists between the degree of consumer ethnocentrism and the strong preference
for private label retail chains. Little / low positive dependence can also be seen in the quality,
taste, shopping plan and degree of consumer ethnocentrism. Trivial dependence was found
between the purchase of private food labels and the degree of consumer ethnocentrism.

RQ3: What segments can be identified from the point of view of consumer
ethnocentrism and the perception of food private labels?

We used cluster analysis to answer the research question. The Two-step Cluster method was
used, which links hierarchical and non-hierarchical methods. Based on the Silhouette measure
of cohesion and separation, the cluster analysis can be considered acceptable (value 0.4). We

6
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did not determine the number of clusters in which we used an auto-clustering, specifically
Schwarz s Bayesian criterion (BIC). A range of intervals was calculated by the Log-likelihood
method. This method is the latest method of cluster analysis, which takes advantage of both
hierarchical and non-hierarchical methods, which indicates its explanatory power. Cluster
analysis using the Two-step algorithm with seven imputes created three clusters:

Cluster 1

This segment contained 50.5 % (142) of respondents. This cluster achieved a low level of
consumer ethnocentrism (average 16.59 points). From the point of view of private labels, this
segment is not interested in purchasing private labels, nor does it prefer private labels. He
perceives private labels as cheaper, of poorer quality and with worse taste than commercial
brands.

Cluster 2

Cluster 2 is represented by 72 (25.6 %) respondents. This segment is characterized by a high
degree of consumer ethnocentrism, with primary brands rated as better and tastier than
brands. Overall, this segment is very interested in private labels, but perceives them as
expensive, which indicates high price sensitivity.

Cluster 3

The last segment represents 23.8 % (67) of respondents. From the point of view of consumer
ethnocentrism, these are mean values from among the created clusters. This segment is very
interested in private labels and also prefers them, even though it perceives them as lower
quality and less tasty than commercial brands. In terms of price, this segment perceives private
labels as very cheap (level of agreement at an average level of 77.5 %).

3.2 Discussion

In the article we work with two topics, namely consumer ethnocentrism and the issue of private
labels. Based on the results, a below-average level of consumer ethnocentrism was
demonstrated, which may be due to several factors. From the point of view of individual items,
it can be stated that consumers achieve a low level of consumer ethnocentrism, especially in
the context of exports. Simply put, they are interested in foreign products and do not perceive
their purchase and subsequent consumption as negative. On the contrary, strong ethnocentric
tendencies can be seen in the context of employment and domestic product preferences.

However, it is questionable whether the strong preference for products stems from the effect
of consumer ethnocentrism or the effect of the country of origin. These considerations should
be verified in future research. In general, it can be stated that private labels are perceived as
better quality, cheaper and with roughly the same taste as trademarks. From the point of view
of behavioural intent, an above-average interest can be stated, but from the point of view of
frequency, this is not a high level of preference. It would be useful to identify the impact in
future research. In the future, it would be possible to examine the effects of consumer
ethnocentrism on the perception of private labels in an international context.

Due to a certain discrepancy, a difference can be expected either in individual product
categories or in individual brands. In general, it can be concluded that there is a link between
the degree of consumer ethnocentrism and the perception of private labels (their quality, price,
taste as well as shopping intent. In all cases, this is a weak positive relationship. In this context,
ethnocentric consumers can be considered interested in private labels and future research
should focus on the reasons, and at the time of research, retailers were introducing their own
private label, which was strongly targeted at ethnocentric consumers. Based on the cluster
analysis, we created three segments, with different priorities and characteristics for each
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segment, which can be used in communication campaigns, in the creation of campaigns to
promote domestic products, but also in strategic marketing management.

CONCLUSION

The main objectives of the article were (1) Measuring consumer ethnocentrism, (2) measuring
private label perception, (3) examining the relationship between consumer ethnocentrism and
private label perception / evaluation, and (4) identifying consumer segments based on private
label perception and consumer ethnocentrism. Based on the primary survey, we met all goals.

Consumer ethnocentrism was measured based on CETSCALE10, which achieved an acceptable
level of reliability estimation. The results indicate a below-average rate of consumer
ethnocentrism (around 44.35 %). In general, it can be stated that private labels are perceived
as better quality, cheaper and with roughly the same taste as trademarks. The existence of a
relationship between the degree of consumer ethnocentrism and the perception of selected
determinants of private labels has been proven, but the level of the relationship is low. The
strongest relationship was demonstrated between the degree of consumer ethnocentrism and
the preference for buying private labels. Based on cluster analysis, we created three segments
and their profiles based on the examined variables.

The article also contains certain limits. One of them is a sample that, on the one hand, does
not meet the conditions of representativeness and, on the other hand, has the character of a
comfortable sample. We partially remove this limit with the help of statistical testing. The
survey may have been influenced by several factors that could not be influenced (brand launch,
pandemic), which have an impact on the level of consumer ethnocentrism and the perception
of private labels.

ACKNOWLEDGEMENT

This paper was prepared in the framework of research project:

“I-22-104-00: Ethnocentrism and its influence on consumer behaviour: measurement,
determinants, strategic and intervention options.”

REFERENCES

Ailawadi, K.L. & Keller, K.L. (2004). Understanding retail branding: conceptual insights and
research priorities. Journal of Retailing, 80(4), 331-342.

Ashley S. (1998). How to effectively compete against private-label brands. Journal of
Advertising Research, 38(1), s. 75-82.

Bernard, Y., Collange, V., Ingarao, A. & Zarrouk-Karoui, S. (2020). Products labeled as “made
in domestic country”: the brand matters. European Journal of Marketing, 54(12), 2965-2987.
https://doi.org/10.1108/EJM-04-2018-0229

Chaudhry, N.I., Mughal, S. A., Chaudhry, J.I. & Bhatti, U.T. (2021). Impact of consumer
ethnocentrism and animosity on brand image and brand loyalty through product judgment.
Journal of Islamic Marketing, 12(8), 1477-1491. https://doi.org/10.1108/JIMA-03-2019-0057

Cvirik, M. (2021). The Impact of Consumer Ethnocentrism and the Patriotism on Judgement
for Selected Domestic Products: The Case of Slovakia. Central European Business Review,
10(3), 1-17.

https://doi.org/10.18267/pr.2022.kre.2454.1


https://doi.org/10.1108/JIMA-03-2019-0057

De Wulf, K., Odekerken-Schroder, G., Goedertier, F. & Van Ossel, G. (2005). Consumer
perceptions of store brands versus national brands. Journal of Consumer Marketing, 22(4),
223-232.

Fazli-Salehi, R., Torres, I.M., Madadi, R. & ZUiiga, M.A. (2021). Is country affinity applicable
for domestic brands? The role of nation sentiment on consumers' self-brand connection with
domestic vs foreign brands. Asia Pacific Journal of Marketing and Logistics, 33(3), 731-754.
https://doi.org/10.1108/APJML-11-2019-0656

Li Y. & He, H. (2013). Evaluation of international brand alliances: Brand order and consumer
ethnocentrism. Journal of Business Research, 66(1), 89-97.

Lin, H.H., Li, H.T., Wang Y.S. et al. (2017). Predicting customer lifetime value for hypermarket
private label products. Journal of Business Economics and Management, 18(4), 619-635.

Mendéz J.L., Oubifia J., Rubio N. (2008). Expert quality evaluation and price of store vs.
manufacturer brands: An analysis of the Spanish mass market. Journal of Retailing and
Consumer Services, 15(3), 144-155.

Murphy, J. (1990) Brand Strategy. Director Books, London, p. 61.

SHIMP, A. T. & SHARMA, S. (1987). Consumer Ethnocentrism: Construction and Validation of
the CETSCALE. Journal of Marketing Research, 24(3), 280-289.

Souiden, N., Ladhari, R. and Chang, L. (2018). Chinese perception and willingness to buy
Taiwanese brands: The role of ethnocentrism and animosity. Asia Pacific Journal of Marketing
and Logistics, 30(4), 816-836. https://doi.org/10.1108/APIJML-09-2017-0203

Wanninayake, W. M. C. B. & Chovancova, M. (2012). Consumer Ethnocentrism and Attitudes
Towards Foreign Beer Brands: With Evidence from Zlin Region in the Czech Republic. Journal
of Competitiveness, 4(2), 3-19. https://doi.org/10.7441/joc.2012.02.01

Wei, Y. (2008). Does Consumer Ethnocentrism Affect Purchase Intentions Of Chinese
Consumers? Mediating Effect Of Brand Sensitivity And Moderating Effect Of Product Cues.
Journal of Asia Business Studies, 3(1), 54-66. https://doi.org/10.1108/15587890880000491

Zielke S. & Dobbelstein T. (2007). Customers' willingness to purchase new store brands.
Journal of Product & Brand Management, 16(2), 112-121.

https://doi.org/10.18267/pr.2022.kre.2454.1



Business Management Challenges of Companies in Europe
during COVID-19 Period of 2019-2021

Robert Dygas
ORCID: 0000-0001-8536-08971
Robert.dygas@sgh.waw.pl
SGH Warsaw School of Economics, World Economy Research Institute, Department
of East Asian Economic Studies , Warsaw, Poland

Abstract: COVID-19 made a disruptive change to business management in the world in
dimensions of security concern, remote work, human resource management. To keep the
cash-flow positive by the companies is the big challenge today during unexpected lockdowns
and severe restrictions. It also impacts the companies operating in Central and Eastern Europe
in countries like Poland, Czech Republic, Slovakia, Hungary. The chapter focuses on the
challenges of the chosen companies in Europe. These challenges are namely: Global Value
Chains and problems with production, export and import especially in automotive industry.
The methodology is empirical research study of existing literature and reports in this subject.
The goal of this chapter is to indicate main challenges for companies during COVID-19.

Keywords: General business management, GVCs, Lockdowns, Security management, Green
energy transformation

JEL Classification codes: M00, M10, M19

INTRODUCTION

The main focus of this article are chosen challenges related to business management by
European companies during COVID-19 pandemic time of 2019-2021. The importance of the
change made by the pandemic and restrictions imposed by the governments of the countries
in Europe on the businesses is significant and takes its momentum in the global business
development. The decomposition of Global Value Chains (GVCs) and recent changes in
Europe’s structure such as Brexit and “green economy” directives passed by European
Commission such as “Fit for 55” put many companies into the crossroads situation and even
bankruptcies. The fact that mobility of the human capital is still restricted in many countries in
Europe especially between EU and UK it makes more challenging for the SMEs businesses to
function normally. EU is heading into more control and Superstate direction which does not
help the business to operate more freely. This challenges are the headache of CEOs and Board
Members managing the companies on the daily basis facing obstacles such as remote and
disperse management problems, health standards control from the government authorities,
empty space office lease costs increase. The situation of the companies is different regarding
the sector and the size of the business. The multinational companies (MNE) operating globally
not only in Europe also have some of these problems like SMEs in Europe but their financial
position is usually much better due to the fact that they diversify the business risk while
operating in different markets. In much better financial conditions are those global companies
that operate in pharmaceutical industry and especially producing the COVID-19 vaccines such
as Pfizer, BioNTech, Moderna. It was estimated by the analysts of People’s Vaccine Alliance
(PVA) that profit of those three giants from the COVID-19 vaccines is 1000 USD per second
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which is the effect of patent protection legislations and decisions of the governmental health
authorities in many countries to use only those listed and approved vaccine producers
(Economictimes.indiatimes.com). Another challenge for not only SMEs but all companies
operating in industry is a deglobalization and disruption of GVCs. The article is also discussing
its impact from the business management perspective in the chosen companies such as Jaguar
Land Rover in Slovakia (Tata Motors Group).

1. LITERATURE REVIEW

As the pandemic of COVID-19 continues more literature regarding business management
challenges such as Global Value Chains disruption impact or economic effect of the lockdowns
in this time is available. Mainly there are scientific reports and articles then the books but it is
still quite valuable starting point to gather the data and information for the further research
study of that problem. One of the recent reports requested by the European Parliament's
committee on Industry, Research and Energy (ITRE) confirm that Europe is well positioned for
reconstruction of Global Value Chains especially for batteries for electric cars (De VET et al.,
2021). The impact of COVID-19 on the revenues of SMEs in different industries was also
analysed by different authors. The key findings are interesting and show that the revenues of
most small businesses in industrial sector were not adversely affected by the pandemic, and
most of them did not change or adjust their business activities or the extent to which they
employed open innovation tools and engage in innovation promotion processes (Harel, 2021).
Pandemic lockdowns forced business to be remotely managed with the use of latest technology
in the area of communication and use of virtual meetings platforms (Ting et al., 2020; Webster,
2020; Voccaro et al., 2020; Puddister & Small, 2020). Even with the big help of IT solutions
some authors observed that, COVID-19 directly affected self-employed individuals more than
employed individuals (Kritikos et al., 2020) and small businesses more than large businesses
(Dua et al., 2020) with an average 20% decrease in sales and a 16% decrease in customer
base (Digitally Driven, 2021). The most of the authors raised the issue of the lockdowns and
their impacts on the Global Value Chains and on of course on the international trade. The
review of the scientific literature in that area was presented by Ines Kersan-Skabic in his paper
where he claimed that to restore GVCs the focus on regional framework with liberalization of
trade policies should be started (Kersan-Skabi¢, 2021). According to World Bank Group the
situation of disruption of GVCs should be a trigger for many businesses to improve their
investment competitiveness in certain GVC segments (Qiang et al., 2021). It seems that there
is no one common view among the authors on the COVID-19 impact on the business
management and how it should be addressed to benefit from it. Surprisingly there are no
golden rules for solution given to SMEs affected by the lockdowns in the literature. What can
be found is rather different government’s initiatives and anti-Covid-19 shield systems
implemented by different countries. During the pandemic COVID-19 there is the effect of lay-
offs as SMEs companies are in financial problems. During a short period, as much as 50% of
the working population might not be able to find work (Gourinchas, 2020). That is why many
countries especially in EU use Fiscal Policy Measures to stabilise the difficult situation of the
suspended and collapsed business. The main problem with that funds is an effectiveness of
helping employees because these fund are not transferred to employees directly. Some of the
authors see pandemic COVID-19 as the “costly disaster” to global economy with high negative
impact on the interest rate and rate of return on the investment. This is explained this way
that investment demand decreases due to excess capital per labour unit, while savings flows
increase due to either precautionary reasons or to replace lost wealth (Ludvigson et al. 2020;
Jorda et al. 2020). Other authors underlines the fact that pandemic is not controllable so there
is high level of uncertainty and because of that the projections regarding economic scenarios
are quite difficult (Baker et al. 2020). That is why some of the authors used their own surveys
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and based on that they try to outlook for a business perspective. One of the results of such
surveys showed that rather lockdowns then COVID-19 infections are the main reasons for
worsening the economy state (Coibion et al. 2020), disruption of Global Value Chains (GVCs)
(Bonadio et al. 2020), decrease in productivity of the workers and drops of companies’
revenues (Elenev et al. 2020; Cespedes at al. 2020; Muligan, 2020), lowering consumption
and spending by the customers (Binder, 2020). Another aspect of the lockdown analysed by
the authors was the social distancing which as the result of the research also negatively
impacted economic activities across European and Asian countries between January and April
2020 (Demirguc-Kunt et al. 2020). It is also worth to mention the results of the SME surveys
in 60 countries on the impact of COVID-19 conducted by OECD in July 2020. The chosen
results for European countries regarding COVID-19 impact on SME business were presented
in 3.1 in Table 2. (OECD, 2020)

2. METHODOLOGY

The research methodology is based on empirical research of existing literature and accessible
data for COVID-19 business management companies reports during period of 2019-2021.
Additionally the question “ What are the main challenges of SMES business management during
Covid-19? was placed by the author on LinkedIN platform with direct access to 3248 business
professionals from all over the world. There is not enough data for this period but the research
is based upon reports published by the private businesses and governmental authorities
institutions. Concerning that there are different estimations of the business management
impact of COVID-19 in European companies The observations of business management
changes are quite important for the conclusions and interpretations of presented data. This is
also valid for identification of research gap and possibilities for future research.

3. RESULTS AND DISCUSSION

Results are specified in sections 3.1-3.3 regarding impact of the COVID-19 restrictions and
lockdowns on businesses in Europe, LinkedIN question results about main challenges of SMEs
business management during COVID-19, the example of real business case of Jaguar plant in
Slovakia. The discussion is presented at the end of section 3.

3.1 Impact of the COVID-19 restrictions and lockdowns on businesses in Europe
One of the obvious effects of COVID-19 are the bankruptcies of the businesses. The data

presented in Table 1 are the EU bankruptcy registered declarations change with comparison
to the base year 2015 (=100).
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Tab 1. Bankruptcy declarations in EU countries in 2016-2020, Index 2015=100

GEO/TIME 2015 2016 2017 2018 2019 2020
European Union - 27 countries (from 100.0 | 87.3 81.8 82.2 81.8 64.9

2020)

Euro area - 19 countries (from 2015) 100.0 | 89.5 83.1 82.0 80.6 62.6

Belgium 100.0 |93.5 101.6 | 100.7 | 1069 |71.4

Bulgaria 100.0 | 102.2 | 126.7 | 118.0 |129.3 | 107.9
Germany 100.0 |93.0 86.9 83.4 81.0 68.5

Estonia 100.0 | 107.4 |96.3 89.6 103.7 | 105.9
Spain 100.0 | 83.1 82.7 83.8 91.0 84.4

France 100.0 |91.4 85.6 84.9 80.7 49.1

Italy 100.0 |91.0 81.0 75.8 75.5 51.5

Lithuania 100.0 | 125.7 |139.6 | 107.3 |78.1 40.8

Netherlands 100.0 | 83.4 64.7 60.6 63.4 53.2

Poland 100.0 74.5 69.7 79.9 78.5 71.7

Portugal 100.0 |77.4 66.8 89.7 67.0 77.5

Romania 100.0 |45.0 44.7 59.8 70.6 66.8

Source:https://ec.europa.eu/eurostat/web/short-term-business-statistics/data/database, Industry,
construction and market services (except public administration and defence; compulsory social
security; activities of membership organisations).

Businesses and investors are experiencing a real risk during COVID-19 which can be compared
to terrorist attack. There are investment opportunities but it is not clear how fiscal policy
especially taxes will be regulated and how it explode. Transfer of the capital to off-shore
accounts by the financial elite is still possible but more difficult. With each lockdown SMEs
companies have more problems with cash-flow as customers are locked or allowed to buy just
the food to survive. Many of the European SMEs business experienced a real problems with
sales reduction and cost increase especially in Belgium, Italy, Greece, Ireland, Germany (please
see Table 2 below). The companies choice is twofold: using financial support from the
government or to go bankrupt. It is not a case that all sectors suffer because of the lockdowns.
There is Amazon, DHL, Microsoft, Netflix which are doing well, but they are MNCs
(Multinational Corporations) not SMEs. It does not mean that such companies are forever so
it may happen that they can be nationalised due to the COVID-19 regulations e.g. the FED
during COVID-10 focused on purchase of assets in US on the global scale (Cheng et al, 2021).
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Tab 2. SME Surveys on the impact of COVID-19

Country % of SMEs with negative impact or decline in sales or expectations
to be out of business

Finland 33% (negative or very negative impact)

Italy 72% (SMEs directly affected)

UK 63% (moderate to high threat to SMEs business)

Germany 58% (decrease in revenue)

Poland 33% (cost increase and sales reduction)

Greece 60% (decrease in sales)

Belgium 75% (decrease in sales)

Hungary 60% (decrease in sales)

The Netherlands 50% (to be out of the business in 3 months)

Portugal 50% (do not have resources for more than 2 months)

Ireland 70% (decrease in revenue)

Source: based on OECD Policy Responses to Coronavirus (COVID-19) Coronavirus (COVID-19): SME
policy responses, OECD 2020, updated 15 July 2020. Retrieved 14 January 2022 from
https://www.oecd.org/coronavirus/policy-responses/coronavirus-covid-19-sme-policy-responses-

04440101/

3.2 LinkedIn question results

As it was stated in methodology part of this article the author decided to ask its LinkedIN
network of 3248 direct business professionals connections “What are the main challenges of
SMEs business management during Covid-19?” There were four options as the answer: option
A. restrictions and lockdowns, option B. remote work, option C. Global Value Chains, option D.
too much of political correctness. The results are presented in Table 3 below.

Tab 3. Answers to the question “"What are the main challenges of SMEs business
management during Covid-19?” using LinkedIN platform, N=3248 direct
connections

Option Percentage
Restrictions and lockdowns 55%
Remote work 9%

Global Value Chains 27%

Too much of political correctness | 9%

Source: answers to the question using LinkedIN platform by the author, 27 December 2021 -
3 January 2022, https://www.linkedin.com/in/robertdygas/recent-activity/shares/

The results of the questionnaire show that in opinions of the LinkedIn network respondents
restrictions lockdowns and disruption of GVCs have significant impact on SMEs business
management. The remote work and too much of political correctness have the minor influence
and those are not classified as the main challenges for SMEs business management during
COVID-19. Recent studies of 1502 SMEs in Czech Republic and Slovakia confirmed that the
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pandemic has a negative impact on the financial performance of SMEs. The government
economic measures may help the enterprises to recover, said 40.0% of Czech entrepreneurs,
but only 30% of Slovak entrepreneurs. However, the entrepreneurs in SMEs equally perceive
other aspects of corporate governance and business risk management during the pandemic
(Belas et al, 2021).

3.3 Jaguar Land Rover (JLR) company in Slovakia — a case study

Jaguar Land Rover (JLR) plant was opened in Slovakia on 25 October 2018 as the investment
of 1.4 billion EUR made by the Tata Motors also pure Indian company with annual capacity of
150 000 cars. Originally JLR was British but it was bought by Tata Motors in 2008 (M&A type
of the investment) and before that time in the past JLR was in financial troubles after short
merger episode with Ford automotive company. Since 2009 Tata Motors implemented a
financial reform of the company which helped to focus on the new strategy for the further
development and choice of the country for the new plant (Wyles et al, 2013). Since Tata’s
acquisition, JLR has gone through a significant development process. The company has
managed to create a strong brand image and increase its popularity across the key markets
(Brasil, China, UK, India, Austria). JLR has heavily invested in R&D, which is crucial for each
car manufacturer if they wish to remain competitive. Thanks to the increasing sales and overall
success, JLR started to expand its international activities and managed to launch several new
production facilities across the globe (Bhasin, 2018). There was a strategic choice which
country to choose for the new plant. The choice was tough as Poland and Slovakia seemed
to be preferable options over Mexico and USA. There were two projects related to that choice.
The project called “Oak” related to US market and “Darwin” which analysed CEE market.
Slovakia was finally chosen and is well known country for automotive industry in CEE region
and also a top player as the car producer in Visegrad Group and also a part of automotive
cluster with well established supplier network (Jeakins, 2015). One of Slovakia advantage over
the other countries in V4 was that it belongs to eurozone which helps to project the cash-flow
for the potential investors. Another strong points for placing the investment of Tata Motors in
Slovakia was the technology environment especially transforming FDI into technology transfer.
It is worth to underline that also tax incentives played a significant role in choosing Slovakia
over other countries. Besides that a new investment of Tata Motors was supported by the EU
financial aid of 125 million EUR which helped to keep that investment in EU instead of moving
it to Mexico or USA. Brexit was also a supportive factor with the choice of plant location in EU.
Those factors helped to make the investment decision but it did not mean that it was easy and
the investment project was out of challenges. The path of that investment of Tata Motors to
Slovakia was quite rough for Indian company as it should have resolved couple of obstacles.
The first one was a world competition as many countries such as Mexico, Poland, Hungary and
USA was ready for the contract with Tata Motors. Moreover from macroeconomic perspective
Slovakia was on the down trend regarding received FDIs during 2009-20014 with FDI of 2.1%
of GDP (Dettoni, 2016). Another problem which needed to be solved was a land for the
building the plant (roughly the land of 444 acres was required). Another issue was to secure
a trained and skilled human capital. Nitra plant required 2800 employees while the city of Nitra
itself had 85000. That is why Slovakia’s government tried to offer the incentives schemes for
those citizens who would move to Nitra to work in the plant. It also included Slovakia’s citizens
working abroad which had been estimated at 200 000 workers. As the first in Europe the plant
uses Kuka's Pulse carrier system with over 30% faster transfer times. Jaguar Land Rover
currently employs around 1,500 people in Nitra, 98% are Slovak nationals and 30% are
women. The plant incorporates cutting-edge technologies and it is the first in Europe to use
Kuka'’s Pulse carrier system which is 30% faster transfer times than conventional conveyance
systems. It is also feature a highly automated paint shop process to ensure the highest quality
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and minimize the environment impact. With an established network of suppliers in close
proximity, Jaguar Land Rover has sourced and localised a number of components, such as
seats and wheels, to support production of the Land Rover Discovery in Nitra delivering several
thousand additional jobs in the automotive supply chain in Slovakia. Jaguar Land Rover works
closely with the communities near to its manufacturing plants around the world. In the last six
months, Jaguar Land Rover has delivered almost 500 volunteering hours to projects in Nitra
and surrounding communities; launched its first employee grant programme supporting 12
local projects, including Nitra's first therapeutic sensory room, and most recently has opened
a new endowment fund, in conjunction with the Pontis Foundation, to support local projects
in the future. Over the course of the last three years, Jaguar Land Rover has delivered new
education programs to inspire the next generation of automotive engineers in Slovakia.
Looking to the future, the factory will be designed with the flexibility to enable smart,
connected manufacturing technologies, such as shop floor visualisation by using real time data
to solve issues which will support improved process efficiency, delivery and quality. From 2020
all new Jaguar Land Rover vehicles will be electrified, giving our customers even more choice.
The major problem which prevails now during COVID-19 not only in Nitra JLR factory is the
demand for chips and semiconductors from China. These components delivery problems
caused also car production suspension in many countries including Slovakia.

The above results shown in paragraph 3 give the input for the further discussion related to the
researched problem. As of now at the end of March 2022 most of the European countries
announced that majority of the COVID-19 restrictions were lifted and the CEE countries such
as Poland officially returned to treating COVID-19 as the seasonal flue. In such turmoil
environment more questions are raised up now regarding legitimacy of the lockdowns which
had the influence on SMEs bankruptcies across Europe and serious business discontinuity like
described in case of Jaguar’s plant in Slovakia. Besides stated barriers to COVID-19 there are
also other challenges such as requirement for energy transformation or zero carbon emission.
This specific problem needs to be also stressed as it has a strong business influence. The entire
concept of “Fit for 55” may require a deep revision as the war in Ukraine shown the strong
dependency of European countries on the natural resources like gas and oil imported from
Russia. The reality is that the most of SMEs simply do not have the resources on their own to
pursue significant, lasting energy efficiency changes to their business. Government supporting
programs are not clear for many SMEs how to use it efficiently. They also lack of the manpower
and skills to pursue the available fundings. There are positive cases of government support
from Sweden, where municipality was taking care of the project offered free energy audits
and an investment plan for SMEs (Franklin-Mann, 2021), but in general majority of SMEs do
not know even how to be prepared for zero carbon emission. Some other studies argue that
SMEs are not widely incorporating decarbonization in their business models and there are
almost no significant differences by size (Quintas et al. 2018). It is also confirmed in case of
the Nordic SMEs that more emphasis needs to be placed on sharing information and best
practices and making sure that SMEs actually implement efficiency improvements (Brockl et
al., 2014). The biggest issue with energy transformation in general is increase in energy prices.
Taking into consideration some recent research studies (Amcham, 2022) show the
performance readiness index for energy transformation. Unfortunately most of the CEE
countries are not ready for such big change and it reflects also difficult situation of SMEs in
the CEE especially in Poland where the main energy source is coal. Other CEE countries such
as Hungary, Bulgaria, Czech Republic are lagged behind developed countries due to the
historical heritage of former Soviet Union policy regarding industry development which was
based on fossil economy where efficiency and decarbonization were not considered in economy
plans.
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CONCLUSION

Taking into consideration above data and the material presented the main conclusion is that
business management of companies in Europe during COVID-19 period of 2019-2021 was very
demanding putting many SMEs on the edge of bankruptcy mainly due to the severe lockdowns,
GVCs disruption and the demand decrease. Besides that an unclear policy of energy
transformation and lack of alternatives increased the prices of energy, which contributed to
soaring inflation not only in Europe. The breakdown of the GVCs created the effect of
stagflation in CEE countries such as Poland and even big companies such as JLR Nitra plant in
Slovakia analysed in point 3.3 had problems with production continuity. It is worth to note that
SMEs in Europe contribute in 54% to value added in EU (gross income from operating activities
after adjusting for operating subsidies and indirect taxes) (LEAP4SME, 2021). it can be also
concluded that majority of SMEs in Europe faced severe losses in revenues or were directly
affected based on the results of surveys conducted by OECD in 2020 regarding the COVID-19
impact on SMEs business presented in the Table 1 in point 3.1. The legitimacy of the lockdowns
and SMEs business recovery could be treated as the research gap and quite interesting topic
for further analysis. Additionally the impact of economic and business effects on SMEs business
in CEE region related to the war on Ukraine should be included in such analysis as the
important input which shapes the future state of business continuity not only for companies
operating in Europe.
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Abstract: Technological progress brings several benefits in different areas. It allows us to
look at the consumer and his behaviour in a completely different way than before. For a long
time now, it has not just been about examining purchasing decisions, today it is about finding
out the reasons why consumers have done so. This paper deals with the interpretation of the
term neuromarketing, which applies various neuroscientific methods to analyse and
understand human behaviour. The ambition of the presented paper is also the evaluation of
consumer opinions on the neuromarketing research itself using neuromarketing tools. In the
next part, the paper also deals with selected ethical dilemmas that may arise during the
research. Neuromarketing seems to be an ideal tool for obtaining data on consumer behaviour,
so it is necessary to get thoroughly acquainted with it and this paper will offer the reader a
suitable tool to use neuromarketing research to effectively obtain data in consumer behaviour.

Keywords: Neuromarketing, Neuromarketing methods, Eye-tracking, Electroencephalogram,
Functional magnetic resonance

JEL Classification codes: M39

INTRODUCTION

Marketing and advertising have the task of convincing the consumer to buy the desired
product. At the same time, rational decision-making makes up only 10% of the consumer's
final decision. Therefore, examining consumer behaviour, for example through group
interviews, does not have the desired effect, as consumers respond as if they were making
rational decisions. Neuromarketing therefore offers us more benefits than we could make our
activities more attractive to customers based on their personal preferences. The question
therefore remains how to obtain this information. We will describe the methods we can use in
this article and the reader will get a basic overview of all available methods that he can use in
his research. Of course, the subject of research in this case is humans - living beings, and their
rights and privacy must be respected.

Neuromarketing could also be a marketing communication tool that allows you to monitor
consumer behaviour through the application of neuropsychology to marketing research. But
better said, neuromarketing is a kind of window in the mind of the consumer, thanks to which
companies can estimate the shopping behaviour of their customers

Obtaining information in this case is a real challenge from a scientific point of view. These
surveys are very costly, but the value of the information obtained is enormous. In the following
section, we characterize the individual neuromarketing methods and provide an overview of
what data we can obtain from them.
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1. LITERATURE REVIEW

Techniques and methodologies for examining consumer behaviour through neuromarketing
are very important to know, which has prompted companies to look for new effective methods
to better understand and predict consumer behaviour. Thus, researchers have explored how
marketing research can use these techniques to develop marketing practices and advertising
research. At the same time, the fMRI investigation showed that most consumer behaviour and
decisions are made unconscious, which has significantly contributed to purchasing decisions
(Agarwal & Dutta, 2015; Alsharif, Salleh, Baharun and Effandi, 2021; Brierley, 2017). This
study was the threshold for a new approach to the study of consumer behaviour using
neuroscience technologies in business research, called "neuromarketing”. Thus, we can state
that neuromarketing is on the border of marketing, neuroscience, and psychology (Alsharif et
al., 2021a; Alvino et al., 2020).

According to several authors, neuromarketing is the application of neuroimaging and
physiological tools to record the neural correlates of consumer behavior (eg decision-making,
emotions, attention and memory) against marketing incentives such as various brands and
advertisements. (Alsharif, Salleh, Baharun, 2021)

Fogasova and Olah (2013) state that neuromarketing seeks to examine the impact of
marketing incentives on customer and consumer reactions at the same time. These are
cognitive, affective and sensorimotor stimuli. Neuromarketing examines the functions of the
brain when making purchasing decisions. With this tool, companies try to find out the real
preferences of people. Some see neuromarketing as a market research tool.

Lucaci (2012) states that neuromarketing is a new form of market research that uses
neuroscience tools to measure the emotional impact of communication across all media and
uses the results to make marketing recommendations.

Kozel (2011) states that neuromarketing is one of the new areas of research methods, which
is based on the so-called neuroscience, loosely translated as neuroscience.

According to Lindstrom (2009), it is also a tool “used to help us decipher what we already think
as consumers when we come across a product or brand — and sometimes it even helps us
uncover dubious methods that traders use. to deceive and deceive us, without any idea.

According to Vysekalova (2011), neuromarketing is the application of neurological knowledge
in any area of marketing, e.g. into packaging, research and development of new products and
services, marketing communication, etc.

Traditional research methods have been widely used as self-reports (e.g., surveys, focus
groups) to study consumer responses (e.g., decision-making) to marketing incentives such as
advertising and brands (J. Harris et al., 2018). Self-assessment relies on awareness of
consumer behavior and overlooks unconsciousness; thus, a discrepancy between what the
consumer says and does. Traditional research methods therefore provide inaccurate and
unreliable information on consumer behavior (Alsharif et al., 2021b; Alsharif, Salleh, Baharun,
and Effandi, 2021), leading to the conclusion that most products and advertisements failed in
the first year (Jordao et al., 2017; Vecchiato et al., 2015). Therefore, most consumer behavior
(e.g., decision-making, perception) is unconscious, which cannot be predicted by traditional
research methods (Alsharif, Salleh, Baharun, Hashem, et al., 2021; Alsharif, Salleh, Baharun,
& Effandi, 2021).

In order to define the boundaries of neuromarketing, we collected the necessary material for
analysis in the Web of Science and Scopus databases. In the first step, we needed to collect
the necessary literature, which was the subject of the analysis itself. As part of the analysis,
we performed an empirical overview in two databases, namely Scopus and Web of Science.
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We entered 603 results in Scopus database after entering keywords - consumer neuroscience.
As not all articles are always available in full text, we used only abstracts of the articles in
question for our analysis purposes. In the Web of Science database, we entered 941 results
of scientific publications after entering the same keywords.

Fig. 1 Availability of publications during the years 1984 - 2022 for the keywords
neuromarketing

Source: Web of Science, available online (02.02.2022):
https://www.webofscience.com/wos/woscc/analyze-results/c9bbebab-5d96-402d-ab79-3b657ffeefb2-
220bcbb?2

We can see from the graph that the number of publications has been growing rapidly since
2009. For our analysis, we have decided to filter publications from 2007 to the present. During
this period, the publications also cite previous works, and before 2007 the essential ideas were
included in the abstracts of publications after 2007. For our research needs, we collected the
most cited publications from each database, gradually one by one from 2007 to 2021 inclusive.
Since we have two databases from which we draw, we further filtered according to the number
of citations by year - with the result that we eliminated the article from both databases that
had fewer citations in a given year. We have reached the final number of 15 articles. The Web
of Science database offers us, after entering keywords for the subject analysis of the subject
areas, the Tree Map Chart, which characterizes the areas and the number of these areas in
the subject search. Figure 2. describes these areas - neuromarketing, which is in the search
in the largest number of publications in the number of 318, followed by business,
multidisciplinary psychology, economics, sociology, psychology, management, applied
psychology, communication, experimental psychology, food processing technology, clinical
neurology, psychiatry and biopsychology, which examines psychological changes in connection
with biological changes in the body. Based on this partial analysis, we have a good overview
of potential concepts that we can obtain after performing an empirical overview and defining
the boundaries of neuromarketing.

Figure 2 defines the boundaries at which we can characterize neuromarketing. Neuromarketing
balances on the border of business and management and, to put it bluntly, is a good tool to
enhance business activities. We can state that it also analyses marketing communication,
which is the largest source of information. Of course, neuromarketing is based on a science
that researches and is based on the knowledge of the brain and its influence on shopping
behaviour, and it does not lead. Last but not least, on the basis of efficiency and its application,
it also contributes to the economic result of each company, whether positively or negatively -
we mentioned the high initial costs of procuring, for example, functional magnetic resonance
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imaging. It is not just about instrumentation, we must also count on qualified staff, specially
created facilities for instruments, financial rewards for research respondents and others. Based
on the graph and the connections with the researched term, we also perceive the connection
between the relationship and research ethics. We will comment on the ethics of research in
the part of the results where they suggested an ethical approach.

Fig. 2 Tree map chart - neuromarketing

Source: Web of Science, available (01.01.2021) online from:
https://www.webofscience.com/wos/woscc/analyze-results/f0255c57-7226-4029-b6e1-96cf2357d569-
123f3fle

Neuromarketing tools are divided into several categories. We will deal with this division in more
detail in the results of this work. According to Ramsoy (Ramsoy, 2015), neuromarketing tools
have been divided into four categories:

e neuroimaging tools such as functional magnetic resonance imaging (fMRI), positron
emission tomography (PET), electroencephalography (EEG),
magnetoencephalography (MEG), steady state topography (SST), functional near-
infrared spectroscopy (fNIRS) and single photon emission (SP);

e Physiological techniques such as electrocardiogram (ECG), eye tracking (ET),
electromyography (EMG), galvanic skin response (GSR) (Isabella et al., 2015);

e Self-administration, such as questionnaires, interviews and target groups;

e Behaviour measurement such as the Implicit Association Test (IAT). For example,
physiological tools may record the physiological functions of consumers (e.g.,
respiration, heart rate, pupil dilation, saccade, fixation, eye movements, sweating,
and facial muscle movements) during exposure to advertising (Hamelin et al., 2017).

Meanwhile, neuroimaging tools make it possible to record the dimensions of emotions,
attention, and memory of advertisements (Alsharif, Salleh, Baharun, Hashem et al., 2021).
According to the literature, EEG and fMRI are the most popular neuroimaging tools in research
to obtain data (Alsharif, Salleh, Baharun, Hashem, et al., 2021; Alsharif, Salleh, Baharun, &
Safaei, 2020), while eye-tracking is the most popular popular physiological tool. This tool is
the most affordable in terms of financial possibilities. In our research, we plan to start working
with this tool continuously. It allows you to evaluate several advertising options such as
tracking the movement of the pupils on websites and e-shops, tracking and tracing the
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movement of eyes on websites, as well as tracking and moving eyes in brick-and-mortar stores
under category management conditions - i.e. placing products on store shelves.

In academia, the number of publications in the field of neuromarketing has risen sharply
(Alsharif, Salleh and Baharun, 2020). As a result, neuromarketing research has attracted
companies and scientists to use tools in their research to overcome / limitations of orthodox
methods and solutions to marketing problems (Alsharif, Salleh, Baharun and Safaei, 2020;
Morin, 2011; Sebastian, 2014). As a result, the benefits of neuroscientific methods have
become significant in enriching consumer behavior research in the new millennium of
marketing, leading several authors to talk about the benefits of neuromarketing (Lee et al.,
2017; Ramsoy, 2015; Songsamoe et al., 2019)).

With neuromarketing, you find answers to the questions of what part of the brain results in a
customer's response to an advertisement and how customers respond to an advertising
stimulus. The final choice to buy a product is largely the result of the influence of the
environment - family, friends, neighbours - or authorities (seller, dealerIn many cases,
neuromarketing is used to understand how this digital interaction occurs and how brands can
improve the usability and user experience of digital elements such as websites, applications or
digital services / products, on computers, mobile devices, etc. (Sasikova, 2013) Thanks to its
comprehensive view of the minds of customers and potential customers, it can help companies
with the effective design of marketing campaigns or the creation of e-shops. Some examples
of the use of neuromarketing in the digital environment are: (Kozel et al., 2011)

e Landing page or microsite evaluation - neuromarketing evaluates how a user behaves
when navigating this site, helps us to understand which zones attract the user's
attention, what emotions are evoked in a given consumer, or whether there are
problems with the usability of the site;

e Usability studies - neuromarketing evaluates the usability of a digital element (website,
application, digital product / service) from key tasks that the user must perform;

e Brand building - neuromarketing through PRE and POST tests assesses whether the
consumer's perception of the brand has changed after exposure to a specific digital
element.

Neuroimaging methods allow researchers to gather signals and interpret psychological
processes in the brain while people perform tasks or experience marketing incentives to clarify
the relationship between consumer behaviour and the nervous system. Furthermore, it is
possible to use automatic technologies to predict customer preferences, provided that this
technology is suitable for marketing purposes. In this way, we can reveal the motives and
reasons for consumers' purchasing decisions.

2. METHODOLOGY

In preparing this paper, we used the method of abstraction, mainly from Internet sources and
online databases. We also used the method of comparison, where we analysed various surveys
and identified penetrations in characterizing consumer behaviour and consumer attitudes. We
supplemented the consumer analysis with selected neuromarketing tools - functional magnetic
resonance imaging, electroencephalography, eye-tracking, measurement of physiological
reactions, monitoring of facial expressions and their description. The ambition of this paper is
to identify neuromarketing as a suitable tool for obtaining information on consumer behaviour.
The aim is not only to describe neuromarketing as a tool for efficient data acquisition, but also
to evaluate consumer attitudes towards neuromarketing tools in the context of marketing
research.
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To prepare the paper, we used the basic methods for a general understanding of the topic
and the subject matter, namely the analysis, which we used to process systematically collected
empirical material on the issue. We have therefore defined the basic concepts using the
method of analysis, synthesis and abstraction. We used the comparison method to evaluate
neuromarketing tools. To evaluate consumers' attitudes toward neuromarketing tools in
analysing their consumer behaviour and obtaining information, we conducted an online survey
on a sample of 1080 respondents. To verify the assumption, we used Pearson's chi-square test
of independence, using the chi-square formula to determine chi-square statistics, degrees of
freedom, and the level of significance, and comparing the results with a chi-square distribution
table. For this data, we were able to use a chi-square test to see if men are in higher directions
in your neuromarketing marketing research tools. These respondents represented a non-
random selection from all regions of the Slovak Republic. The information were founded about
their perception of neuromarketing and neuromarketing tools and we analysed them thanks
to the chi square test in Microsoft Excel. We have established the following hypotheses:

HO: Gender does not influence the promotion of the use of neuromarketing tools in consumer
behaviour marketing research.

H1: Gender has a major impact on promoting the use of neuromarketing tools in consumer
behaviour marketing research.

3. RESULTS AND DISCUSSION

In the first part of our work we provide an overview of neuromarketing tools. Our focus is on
the three main ones that we will use in our conditions in the Slovak Republic in the future.
According to the ideal scenario, we will start using the eye-tracking method and later focus on
the combination of eye-tracking and EEG, and in the final phase we plan to use the possibilities
offered by functional magnetic resonance imaging - fMRI.

In the next part, we will try to find out, based on an online survey of a sample of 1080
respondents from the Slovak Republic, whether there is a relationship between gender and
the support of neuromarketing tools for obtaining information, in the analysis of consumer
behaviour.

3.1 Classification of neuromarketing methods

In Figure 3 and in the following section, we identify neuromarketing methods useful in
consumer research.

Neuromarketing methods are based on the knowledge of medical neuroscience and neurology.
We distinguish these three basic groups of methods by whether they sense brain metabolic
activity, which includes methods such as positron emission tomography and functional
magnetic resonance imaging, or by brain electrical activity, where we classify steady-state
topography, transcranial magnetic stimulation, magnetoencephalography,
electroencephalography, or functional non- infrared spectroscopy, or do not capture brain
activity at all, and this group includes methods such as facial coding - we also know the English
term "facial coding", implicit association test, skin conductivity measurement, eye pupil
monitoring - a method known in English nomenclature - eye-tracking, heart rate heart rate,
measurement of physiological reactions and facial electromyography.

In our next work, we will consider all the factors that affect our research, not only financially,
we have chosen a sequence of eye-tracking, where we will examine the respondents based
on the movement of their eyelids. In the next part, we would expand our research with the
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device that is closest to the EEG method and thus use a special helmet to examine specific
brain reactions - which can already tell us about the respondent's positive or negative affection
for the subject matter. The highest degree we plan to examine the respondent in the future is
through functional magnetic resonance imaging, which with its potential can reveal the real
reasons and motives for consumer decisions. In each method presented, we discussed how
and how this method works and what types of data we can expect about consumer behaviour.
Of course, we supplement this interpretation with information about the process of these
methods and what areas in the brain they activate.

Fig. 3 Classification of neuromarketing methods

[ Neuromarketing tools

Sensing the metabolic Sensing the electrical Without sensing
activity of the brain activity of the brain brain activity
Hosition em'?;'g‘) tomography Steady-state topography (SST) Face coding
Functional magnetic resonance Transcranial magnetic stimulation i ——
imaging (fMRI) (TMS) P
Magnetoencephalography (MEG) Skin conductivity
Electroencephalography (EEG) Eye pupil monitoring
Functional near-infrared spectroscopy
(FNIRS) Heart rate

Measurement of physiological
reactions

Facial electromyography

Source: Quantitative versus Qualitative in Neuromarketing Research (Bercea, 2013)

3.2 Eye-tracking — eye pupil monitoring

An eye tracking device can also be used to measure changes in pupil size, which is also used
to track the direction of vision in consumer research. Modern eye-tracking devices use
specialized sensors to derive the direction of tracking from patterns of infrared light reflected
by the cornea during normal eye movements. These sensors can be placed on a table top or
in a pair of specialized glasses that allow mobile eye tracking outside the laboratory. The basic
premise of eye tracking is that the individual visually and mentally processes any stimuli to
which his gaze is directed. Eye tracking is thus a good tool for assessing visual attention.
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Eye-tracking studies have provided important insights into how consumers process and engage
with marketing materials such as advertisements or catalogues, and how these attention
patterns relate to consumer choice and behaviour. Eye tracking data revealed that participants
noticed most of the large ads, but only a quarter of the simple lists; colour ads were viewed
more often and longer than black and white ads, and the ads that were ultimately selected
were observed over a longer period of time compared to other ads, suggesting that directing
attention is a predictor of choice for the consumer.

Eye tracking allows researchers to understand which features of marketing materials and
product information are most important and thus attract consumers' attention, but it can also
help them understand how consumers process information and under what conditions all
available information is used. However, there are some technical limitations regarding eye
tracking; the available technology cannot follow the direction of gaze during blinking and does
not work for all participants, such as spectacle wearers, the use of strong makeup, dark lashes
or excessive tear fluid.

Eye movements can be considered good behavioural indicators to measure visual attention,
as they are closely related to higher-order cognitive processes and eye tracking methodology
is widespread in consumer behaviour studies, including food packaging analysis.

3.3 Electroencephalography (EEG) / Magnetoencephalography (MEG)

The EEG measures consumer cortical activation by detecting cortical electrical activity using
an electroencephalogram (EEG) with electrodes placed along the scalp surface according to
the International System (SI) 10-20. The EEG signal measures the activity of areas of the brain
and reveals the state of cortical activation of the subject. EEG is only able to detect surface
cortical activity, but the EEG signal has a high time resolution in milliseconds, which allows
accurate detection of changes in brain activity due to rapid changes in stimuli. An alternative
approach, magneto-encephalography (MEG), detects the magnetic field generated by the
same neuronal activations and is therefore based on the same principles as EEG.
Electroencephalography techniques can be further divided into two subgroups, either by
detecting brainwave oscillations or by detecting event-related potentials (ERPS).

Brain wave oscillations are reflected by rhythmic activity in the EEG signal as groups of neurons
synchronize their firing patterns. These oscillations are generally divided into frequency bands
(alpha, beta, theta and delta). The EEG has been used in studies aimed at marketing incentives
to measure various aspects of consumer responses, such as their involvement, the processing
of television commercials and to predict whether advertisements will be remembered. The left
part of the frontal cortex is part of the circuit involved in experiencing positive emotions,
leading to a tendency to approach stimuli perceived as desirable, while the corresponding area
on the right is an important part of the circuit involved in processing negative emotions. and
in defensive withdrawal from stimuli. Frontal Asymmetry (FAA) is an indicator of the tendency
to approach the product when watching different versions of the same TV commercial,
identifying the most emotional scenes, but also aims to examine the attractiveness of the
product with a special focus on different olfactory aromas.

Although EEG and neuroimaging techniques are costly and it is not possible to collect data
from all populations, only a small number of samples are needed to predict consumer
behaviour in an independent population when the sample is carefully selected to represent the
target population. importantly, these predictions have also been shown to be more accurate
than forecasts based on self-assessment measurements and in some cases more accurate than
the actual sample behaviour, as these measurements are often unbiased and therefore provide
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a more complete and informative measure for marketers compared to traditional classical
marketing methods.

3.4 Functional magnetic resonance imaging (fMRI)

Functional magnetic resonance imaging (fMRI) provides insight into blood-oxygen-level
(BOLD) signals in the brain. This method assumes that when neurons in specific areas of the
brain are activated, they absorb oxygenated haemoglobin (oxyhaemoglobin), followed by a
few seconds increase in oxyhaemoglobin, which can be determined by MRI. A key advantage
of fMRI is its high spatial resolution (usually 2-3 mm3), which means that active areas of the
brain can be labelled in detail with considerable accuracy. Although it is a non-invasive method,
it has an acceptable resolution of approximately 2-5 s. Neuroscientific research allows us to
create a map of regions and brain networks that are associated with various mental processes.
This technique can be used to elucidate the basic brain mechanisms of consumer behaviour.
fMRI is used to study a variety of mental processes that include attention, excitement, affect,
reward, decision making, and memory, processes that are highly relevant to consumer
behaviour.

A growing number of fMRI studies are examining neural correlates of product preferences.
The following areas were found to correlate best with consumer behaviour: insula (I) bilateral,
amygdala (A) bilateral, medial orbitofrontal cortex (PFC) bilaterally, frontal middle orbital fold
and straight fold (gyrus rectus), hippocampus bilateral, lower frontal fold, dorsomedial
prefrontal cortex on both sides, dorsolateral prefrontal cortex (DLPFC) on both sides and
nucleus accumbens on both sides. The fMRI data suggest that activity in the nucleus
accumbens (NAcc) was associated with product preference, while high prices induced
activation in the insula (I) and decreased activity in the medial orbitofrontal cortex (PFC). The
decision whether to buy at the recommended price was accompanied by higher activity in NAcc
and mOFC and the decision not to buy due to the activity of Insula.

3.5 Data acquisition and consumer rights

We described how we can obtain this data and which parts of the brain are the subject of
consumer behaviour research. We already perceive the fact that neuromarketing significantly
interferes with consumer privacy and can be said to violate the privacy of respondents.
Neuromarketing research is carried out either in marketing agencies and their laboratories or
at universities in collaboration with medical staff, which is contrary to what the public expects
from academics and doctors. In the US, since 2010, it has been criticized that devices for brain
neuroimaging activities should be used primarily for treatment and medical research, not
marketing. These devices are not meant to help us sell products that a normal person would
not even consider in their consumer behaviour.

We were therefore interested in the views of consumer respondents on the promotion of the
use of neuromarketing tools in marketing research on consumer behaviour. We conducted
research on a sample of 1080 respondents, across all regions of the Slovak Republic. It was
therefore a random selection of all age categories and levels of education. We were interested
in the dependence between the sex of the respondents and the support of the use of
neuromarketing tools in marketing research of consumer behaviour. In order to determine this
dependence, we set the hypotheses that we wanted based on the performed chi square test
and p - values to either refute or confirm.

HO: Gender does not influence the promotion of the use of neuromarketing tools in consumer
behaviour marketing research.

28
https://doi.org/10.18267/pr.2022.kre.2454.3



H1: Gender has a major impact on promoting the use of neuromarketing tools in consumer
research.

Tab. 1 The result of the Chi square test sex - support for the use of neuromarketing tools
in marketing research

Row labels yes I do not care |Ican't judge no Grand Total
man 80 64 232 136 512
woman 128 40 224 176 568
Grand Total 208 104 456 312 1080
Acquired (fo) yes I do not care || can't judge no Grand Total
man 80 64 232 136 512
woman 128 40 224 176 568
Grand Total 208 104 456 312 1080
Expected (fo) yes I do not care |Ican't judge no Grand Total
man 98.60740741 49.3037037 216.1777778 | 147.9111 512
woman 109.3925926 | 54.6962963 239.8222222 | 164.0889 568
Grand Total 208 104 456 312 1080
Chi-square test yes I do not care |Ican't judge no Grand Total
man 3.511253561 | 4.380626781 1.158040936 | 0.959188 | 10.00910931
woman 3.165073633 | 3.948733999 1.043867886 | 0.86462 |9.022295718
Grand Total 19.03140503

r-1 1

Cc-1 3

Critical value 7.814727903

p-value 0.000269341

Source: own processing

Based on the processing of the chi-square test, we obtained a critical value of 7.8 and the
result of the chi-square test up to 19.03, and this value does not fall within the scope, so we
must reject the null hypothesis. The null hypothesis tested in this analysis concerns the
significance of the localization constant and the correlation coefficient, with the null hypothesis
asserting the insignificance of the relevant coefficient and the alternative hypothesis its
significance. The P-value for the localization constant is less than 0.05 (alpha), which indicates
that the localization constant is statistically significant. alternative hypothesis H1: Gender has
a major impact on promoting the use of neuromarketing tools in consumer behaviour
marketing research.

With this test, we were able to demonstrate that gender has a major impact in promoting the
use of neuromarketing tools in consumer behaviour research, and that the information
obtained could improve the supply of products on the market. In this case, women are more
open, where up to 31.5% of female respondents answered in a survey that they would support
the use of neuromarketing tools. On the contrary, only 17% of men answered positively to
support and up to 36.8% of men have a negative attitude towards the use of neuromarketing
tools. For women, this percentage is lower and is at the level of 20.2%. Despite everything
and a relatively negative attitude towards neuromarketing tools, we can state that a large
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percentage of non-support for neuromarketing tools can stem from several reasons. The main
reasons include the following:

e lack of information,
o fears of loss of privacy,
e concerns about the misuse of personal data,
e potential danger to humans,
o from a physiological point of view (physical damage),
o from a psychological point of view (mental damage),
e concerns about manipulating purchasing decisions.

In order for us to minimize these problems, or rather the differences between the negative
attitude of the respondents and the willingness or support of the respondents towards
neuromarketing tools, we must take a number of measures. Starting with education and
awareness-raising, publishing various available materials and information that will be easily
accessible to the public up to the actual implementation of research. We introduced how
neuromarketing can help us and what kinds of information we can obtain. However, we cannot
neglect the protection of research participants in this part either, and it is extremely important
to describe the basics of the ethical approach in research.

3.6 Ethical approach

At the beginning of the whole process, it is important that the research respondents are
acquainted with the whole research process and are also aware of the possible risks, if it is
necessary to undergo some during the research. The basis of the information provided is
informed consent. Each research participant should be clearly and comprehensibly informed
before entering:

e the objectives of the specific research,
e potential risks,

e the possibility for the participant to withdraw from it freely at any moment without any
consequences, possibly not to participate in it at all.

An important part of the strategy of this ethical approach to research is the absence of
influence, leading to the subject deciding to participate in the survey arbitrarily. The rules that
should guide the ethical approach to neuromarketing research are:

¢ Nuremberg Code,

e Declaration of Helsinki

e Convention on Human Rights and Biomedicine,

e UNESCO Declaration,

e NMSBA Code of Ethics,

e Code of Ethics of the International Chamber of Commerce.

The main function of the code of ethics is to regulate the behaviour of a group or individual in
relation to ethical standards. The Code of Ethics helps resolve conflict, make decisions and
assess what is and what is not ethically correct. It ensures that participants and researchers
are fully informed about the purpose of the research. It ensures the anonymity of participants
and their data or uses only non-invasive measuring tools. Companies can engage in research
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activities solely for the overall ethical purpose. The principles of the Code of Ethics include
respect for autonomy, the pursuit of justice, the conduct of good and the avoidance of malice.
(Carter, 2017). The Code of Ethics should be revised after a period of time to ensure that the
value of ethical standards is adequate for the neuromarketing research industry. Our goal is
to acquire data, neuromarketing is the perfect tool for us. Therefore, we must take care of
him and not abuse his possibilities.

CONCLUSION

With this article, we tried to point out the possibilities that neuromarketing offers and what
information can be obtained thanks to it. It is true that today is very challenging in polarizing
society. We see how the company is polarizing the Covid-19 vaccine, it would also be
interesting to talk publicly about how we can sell products from neuromarketing research that
the customer might not even consider voluntarily.

The paper characterizes the individual neuromarketing tools gradually from eye-tracking,
through EEG to fMRI and acquaints the reader with how these methods work and what data
we can receive. But we cannot forget the rights and obligations we have towards the
consumer-respondent. By adhering to an ethical approach, we build the trust that is lacking in
this segment, which we have pointed out through research.

By researching a sample of 1080 respondents, we identified the relationship between gender
and the promotion of the use of neuromarketing tools in marketing research on consumer
behavior. Based on this research, women are more open to research, where the object of
research is their own body, with the proviso that this research can help improve the supply of
products on the market. Men are more characterized by a greater distrust of neuromarketing
tools. We have identified possible concerns as to what this mistrust may stem from:

e lack of information,
o fears of loss of privacy,
e concerns about the misuse of personal data,
e potential danger to humans,
o from a physiological point of view (physical damage),
o from a psychological point of view (mental damage),
e concerns about manipulating purchasing decisions.

There is no doubt about how great a tool neuromarketing can be in improving the product
offerings in the market. It is a great tool for collecting data on consumer behaviour, but we
must be careful when applying it, and this effort will pay off. In future research, we could
focus on which factors affect people the most and therefore make it impossible to obtain
information. It will be interesting to compare traditional marketing research and
neuromarketing research and identify differences.

Our main limits that accompanied our research include a lack of funds that would motivate
respondents to participate more in the survey and, on the other hand, the absence of
comparison of results with research using neuromarketing methods - such as eye-tracking.
This may be an area of our future research.
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Abstract: The reset of the economy worldwide after the Corona pandemic, now in 2022, is
the perfect opportunity to invest in industries and business models based on the principles of
sustainability and circularity. In the transition towards a sustainable society and a circular
economy model, the marketing educators will have a critical role by implementing
environmental and social criteria in the marketing curriculum. At the same time marketing
students understand that the world is a system in which their actions, as well as the actions
of nations, have consequences across the globe and they require to learn more about
sustainability during their university study. The author focuses on (i) analyzing why modern
mainstream marketing as it has evolved is being challenged by emerging concerns about
sustainability (ii) presenting why students are getting serious about sustainability (iii)
describing curriculum and presenting key learning objectives in the area of sustainable
marketing.
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INTRODUCTION

Marketers have a significant role the play when it comes to promoting and driving
sustainability. No longer can the marketing professions ignore their impact on the environment.
In an age of growing authenticity and consumer demands for more transparency, it is more
important than ever for brands to communicate their responsible and sustainable practices.

Increasing numbers of marketing professionals are seeking to embrace a profits with-purpose
approach to their marketing strategy whilst still naturally keen to ensure that their companies
continue to grow. Following the period of coronavirus the 2020s will be the age in which
boardrooms around the globe wake up to the reality of running a business focused on making
profits with purpose, with an authentic desire to take a more sustainable approach.

The transformation of our societies and economies from the unsustainable thinking, practices,
and technologies of the twentieth century to something much more sustainable is well
underway. Sustainability has never been more important, but sustainability in a business sense
is no easy task.

By shifting the mainstream of teaching and learning about marketing towards sustainability
we can contribute something to this all-important transformation.

According to Fonseca et al. (2018) academia should focus on the dissemination and creation
of knowledge in Sustainable Development and the Circular Economy.
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The aim of the article is to analyze the evolution of modern mainstream marketing to
sustainability marketing, to present students interest to sustainability and to describe
curriculum of sustainable marketing.

1. LITERATURE REVIEW

The concept of education for sustainable development was born from the need for education
to address the growing environmental challenges facing the planet.

Since the concept of sustainable development was presented in the Brundtland report Our
Common Future’ (WCED, 1987), education has increasingly been called upon to integrate
issues of sustainability, and to contribute to a sustainability transition process in society.

One definition of Education for Sustainable Development is an "interdisciplinary learning
methodology covering the integrated social, economic, and environmental aspects of formal
and informal curriculum" (UNESCO, 2014).

Nowadays UNESCO declares environmental education must be a core curriculum component
by 2025. Over 80 ministers and vice ministers and 2,800 education and environment
stakeholders committed to taking concrete steps to transform learning for the survival of our
planet. According to Director UNESCO Audrey Azoulay (2021) education can be a powerful tool
for transforming our relationship with nature. We must invest in this field in order to preserve
the planet.

According to Fabius (2021) fight against climate change begins at schools and universities.
Paris Agreement called for increased efforts to improve teacher training on Education for
Sustainable Development and increase financing. 2021 is the year in which we will overcome
the pandemic and embark on a sustainable development model for the future that must include
Education for Sustainable Development. If we miss this occasion, we will lose decades. This is
a race against the clock.

Evidently, increasing sustainability challenges have resulted in difficulties to action global goals
in Higher education for sustainable development most of which call for a complete overhaul of
the university system. In doing so, lots of researches (Milutinovic & Nikoli¢, 2014,
Fonseca et al. ,2018 and Franco et al. ,2018) suggest closer attention to essential factors: (a)
national education policies, (b) curricula, (c) teacher education and (d) student assessment in
line with the global indicator.

Besides a systematic analysis of education sector plans and national curriculum frameworks,
finding creative ways to include environmental issues and concerns within diverse subjects,
while challenging, conveys to teachers and students alike that multiple sources of knowledge
and action are needed to address ecological crises as opposed to relying only on scientific or
technical solutions (Hornsey et al., 2016).

All teachers and school leaders should be versed in Education for Sustainable Development,
including in relation to environmental education, climate change and biodiversity. They should
be prepared to realize their expertise in this area using transformative learning approaches.

Education for sustainable development for 2030 will promote the integration of sustainable
development and the Sustainable development goals into education and learning, as well as
ensuring the integration of education and learning into all activities that promote sustainable
development (Figure 1).
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Fig. 1 Education for sustainable development is recognized as a key enabler of all SDGs
and achieves its purpose by transforming society.

Societal
transformation:
Enable the achievement
of the SDGs towards
building a more
sustainable world

IF’edagogy and " Learning outcomes:
earning environment: Empower people to take

Employ interactive, project- responsibility for present
based, learner-centred pedagogy. and future generations and

Transform all aspects of learning actively contribute to societal
environment through a whole- transformation

institution approach to ESD to

enable learners to live what they Learning content:
learn and learn what they live Integrate sustainability issues,

in particular those enshrined
in the 17 SDGs such as climate
change, into all kinds of
learning

Source: UNESCO, 2021, p. 14

UNESCO analyzed educational plans and curricula frameworks in close to 50 countries informed
the discussions. UNESCO found that more than half make no reference to climate change.

Fig. 2 Percentage of documents, by levels of focus on environmental themes

No focus

. Very low

Low

. Moderate

Source: UNESCO, 2021, p. 24

72 of the 78 documents studied made at least one explicit mention of environmental issues.
However, the depth of focus given to environmental themes on each document varies
substantially (Figure 2).

Learners in all walks of life across the world have opportunities to acquire the knowledge,
skills, values and attitudes needed for promoting sustainable development and achieving the
17 SDGs and to experience sustainable development in action through a whole-institution
approach to Education for Sustainable Development.
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2. METHODOLOGY

Education for sustainability in higher education has gained strongly increasing attention. In
this context, the paper aims to (i) analyze why modern mainstream marketing as it has evolved
is being challenged by emerging concerns about sustainability (ii) present why students are
getting serious about sustainability (iii) describe curriculum and key learning objectives in the
area of sustainable marketing.

Theoretical background of the paper presents topics based on relevant literature sources. This
article reviews the literature regarding: sustainability education, marketing and sustainability,
Higher education institutions, sustainable development etc.

The article consists of three parts.

(i) In the first part of the results section, we used the main methods include analysis,
comparative method, synthesis and deduction. Data was gained from published
sources, such as books and articles, as well as the internet. The primary search
engines used in section 1 are Scopus and Web of Science (WoS). Additionally, the
search engines of the scientific publishers Emerald, and Springer. Lastly, Google
Scholar served as the final search engine to identify relevant literature.

(i) Second part of the results section, we used a technique of descriptive research-
survey determining the opinions of a specified population.

The study was a census using an application MS Forms questionnaire to the 60
students the end of the semester in the 2021-2022 academic year in one of
marketing course of master degree at Economic university in Slovakia.

55 responded resulting in a 92% response rate. Population size was small (N=55),
this could provide the first step in measuring constructs that need to be replicated
and further tested with larger sample sizes and more diverse groups of students.

The researchers used the questionnaire called "STUDENTS, SUSTAINABILITY AND
EDUCATION". We do research on students and sustainability, that can leverage
action to transform education and direct society to a more sustainable and fair
future. The survey consisted of 26 questions but we used only following two for
the purposes of this article.

(1) To what extent do you agree or disagree with the following statements?

e Sustainable development is something which all universities/ colleges should
actively incorporate and promote

e Sustainable development is something which I would like to learn more about

e Sustainable development is something which all courses should actively
incorporate and promote

It was used Likert scale with the answers: agree, no opinion one way or the other, disagree,
i don "t know.

(2) To what extent has sustainable development been covered by your courses?

It was used Likert scale with the answers: 5-extensively covered, 4, 3, 2, 1-not at all covered,
i don "t know.
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(iii) In the last part of the results section, we design the curriculum and key learning
objectives in the area of new approach of marketing respecting ecological and social
criteria, sustainable development, and sustainable development goals.

The method of deduction was used to logically justify the conclusions from the generally valid
pragmatic experience abroad.

3. RESULTS AND DISCUSSION

The author focuses on analyzing why modern mainstream marketing as it has evolved is being
challenged by emerging concerns about sustainability (sub-chapter 3.1), presenting why
students are getting serious about sustainability (sub-chapter 3.2), describing curriculum and
presenting key learning objectives in the area of sustainable marketing (sub-chapter 3.3).

3.1 Evaluation of marketing towards sustainability

All this time, and through all these momentous changes, the way in which we teach marketing,
and the books from which we teach it, have barely changed. They may have evolved to reflect
the use of new technologies in marketing or to register that environmental and ethical concerns
are one type of issue that may influence consumers' behavior or companies' strategies, but
they have never sought to rethink marketing in light of the new realities.

Conventional marketing continues to exist within an economic hyperspace in which there are
no physical limits on the availability of resources or on the number of holes into which waste
can be poured. It also exists within the artificial bubble of the consumer society, in which the
customer is king and no consideration is given to the consequences of consumption or the
interests of the billions of people who cannot afford to join the consumer classes.

Conventional marketing thought and practice have struggled to adapt to a world that we now
realize could be destroyed (or at least impaired to the impoverishment of us all) by
unconstrained consumption as we strive to satisfy an ever-longer list of wants for an ever-
growing global consumer class (Belz and Peattie, 2012).

Since the 1970s, several marketing concepts have emerged that consider marketing within its
social and environmental context. Belz and Peattie (2012) list some of the previous marketing
concepts that have been developed over the years: ecological marketing, green and greener
marketing, environmental marketing, sustainable marketing and sustainability marketing.
From these earlier approaches, sustainability marketing represents a logical evolution, and
further extends and integrates them into one broad marketing approach.

The programs within social marketing are designed to influence the behavior of individuals or
communities to improve their well-being or of the society. Ecological marketing however,
emerged as a reaction to the worst examples of environmental damage, some pioneering
companies at that time proactively embraced environmental and social values as central to
their business (Belz and Peattie, 2012). Green marketing differs from ecological marketing
since it is more characterized by a focus on environmental issues, and by an emphasis on
reducing environmental damage.

Undoubtedly, there has been a substantial growth in “green”, “environmental”, and
“sustainable” marketing, much of which has been focused on promoting “green” products,
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understanding market segments and consumer’s preferences for environmentally friendly
products, and the role of the environment in branding.

Sustainable marketing is the next natural step forward and is considered as a broader concept.
It focuses on achieving the ‘triple bottom line’ through creating, producing, and delivering
sustainable solutions with higher net sustainable value and at the same time continuously
satisfying customers and other stakeholders (Charter et al. 2002).

Achrol and Kotler argued that in the third millennium, the super phenomena of marketing will
be characterized by sustainable marketing. Sustainable marketing is broadly characterized by
a number of elements including: the recognition of resource limits of growth, sustainable
consumption, a transition from an anthropocentric to a biocentric paradigm, and the
development of sustainable product life cycles (Kemper, 2019).

Curriculum in universities has been seen as occupying an anthropocentric and modernist—
humanist position which has been claimed to inhibit the pursuit of strong sustainability.
Consequently, while a ‘top-down’ (managerial) approach to sustainability appears to have
limited possibilities in being effective, it has been argued that a ‘bottom-up’ (individual)
approach, through faculty and students, has potential to implement change in curriculum and
research (Giacalone, 2004).

3.2 Students are getting serious about sustainability

By our opinion most of students are getting serious about sustainability. They want to
understand how marketing and sustainability issues can and do come together. This will
include marketing students who want to understand sustainability as a new marketing
paradigm and a practical marketing challenge business students studying courses in general
management, strategic management, innovation, business ethics or corporate social
responsibility who want to understand the marketing implications of sustainability, and
sustainability or environmental management students who wish to learn about the field of
marketing and how it deals with environmental and social challenges.

Sustainable marketing is the most relevant to students studying at advanced bachelor's,
master's or doctoral level.

Students care about sustainability and education but there is little research to support this that
is recognized as representative enough. One of them one of them was made by the
organization - Students organizing for sustainability international. Between April and October
2020, SOS International invited higher education institutions and student-facing organizations
to send out a survey designed to gather insight into student experiences of sustainability and
education. More than 100 organizations took part and we received just under 7000 responses
from students in higher education around the world (Graph 1).
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Graph 1 To what extent do you agree or disagree with the following statements? (Global

Sustainable development is something which all universities / 2% 5o
colleges should actively incorporate and promote (n=6906) ¢ 0

Sustainable development is something which | would like to learn o o
more about (n=6870) 85% 1% 3%

Sustainable d_evelolpment is something which slll courses should 73% 15% 1%
actively incorporate and promote (n=6878)

Agree  mNo opinion one way or the other mDisagree Don't know

research)
Source: SOS International, 2020

We also do research on students and sustainability, and we used the same question to our
questionnaire Almost 84% students agree that sustainable development is something which
all universities should actively incorporate and promote and almost 70% of all student agree
with the statement that sustainable development is something which all courses should actively
incorporate. Interestingly, no one said they disagreed with the statement (Graph 2).

Almost 75% agree and 2 % disagree with the statement that sustainable development is
something which I would like to learn more about.

Graph 2 To what extent do you agree or disagree with the following statements? (Research
in Slovakia)

M Agree B No opinion one way or the other B Disagree M Don't know

Sustainable development is something which all 83,6 3,6

universities / colleges should actively incorporate an...

Sustainable development is something which | would
_ " ? 74,5 20 W18 3,6
like to learn more about

Sustainable development is something which all
courses should actively incorporate and promote

69,1 21,8 9,1

Source: author's own graph

III

Based on this “small” research we suppose Slovak s students understand that the world is a
system in which their actions, as well as the actions of nations, have consequences across the
globe and they require to learn more about sustainability during their university study. Of
course, it was only first step in measuring constructs that need to be replicated and further
tested with larger sample sizes and more diverse groups of students in Slovakia.
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Graph 3 To what extent has sustainable development been covered by your courses?

(Research in Slovakia)

o000 OGO
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1 — Not covered at all 6 10
Don’t know 21 5 -

Source: author's own graph

Almost 21% agree with the statement that sustainable development been covered by their
courses and 62% of the student think that the topic of sustainability covered by the course is
average or insufficient.

3.3

Key learning objectives and curriculum of new marketing

Considering sustainability trends, the evolution of the marketing discipline, and the gap
between sustainable development goals and students’ knowledge about how to achieve them
we suggest the new key learning objectives and new curriculum of new “basic” marketing.

The key learning objectives can be:

understand the sustainability and 17 sustainable development goals, challenges for 21.
century,

understand sustainable customer behavior and how customers can be segmented
based on sustainability,

understand the various manufacturer and retailer strategies regarding sustainability,
create a life cycle analysis,

use a sustainable product/service development checklist or a sustainable design
process to develop a new product or service concept,

evaluate the pricing/ quality and labeling green versus nongreen product,

development a promotional message that directs consumers to a sustainable product
and

create and manage an event sustainably.

The success in teaching and researching sustainability requires a change in universities’
curriculum. Curriculum in universities has been seen as curriculum of sustainable marketing.
In table 1 is comparison of curriculum conventional marketing and sustainable marketing.
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Tab. 1 Conventional marketing versus sustainable marketing

CONVENTIONAL MARKETING

“NEW CONVENTIONAL MARKETING"
SUSTAINABLE MARKETING

1. What is marketing? Creating and
Capturing Customer Value

An introduction to the subject Sustainbale
marketing. Understanding sustainability and
marketing.

2. Company and Marketing Strategy.
Partnering to Build Customer Value and
Relationships.

Marketing in the Twenty-First Century.
Challenges for the Twenty-First Century.
Sustainable development. 17 Sustainable

development goals

3. Sustainable Marketing. Social

Responsibility and Ethics

Framing sustainable marketing. Elements of
sustainable  marketing.  Corporate  social
responsibility. Ethical context. Socio-political
context. Global context.

4. Analyzing the Marketing Environment

Socio-ecological  problems.  Socio-ecological
problems on a macro level and socio-ecological
impact of products on a micro level.

5. Understanding Consumer and Business
Buyer Behavior

Understanding sustainable consumer behavior.
Sustainability and  consumption.  Factors
influencing sustainable consumer behavior

6. Managing Marketing Information to Gain
Customer Insights Customer-Driven

Managing Marketing Information to Gain
Customer Insights Customer-Driven

7. Marketing Strategy. Creating Value for
Target Customers

Sustainability marketing values and objectives.
Integrating sustainability into strategic plan,
develop sustainable marketing strategy, market
segmentation using environmental and social
awareness

8. Products, Services, and Brands. Building
Customer  Value. New Product
Development and Product Life-Cycle

Sustainable marketing mix: customer solutions.
Developing a sustainable products and services.
Eco and social innovations. Redesigning products

Personal Selling and Sales Promotion.
Personal Direct, Online, Social Media,
and Mobile Marketing

Strategies for sustainability. Ecodesign. Life cycle
management. Sustainable labeling. Sustainable
branding

9. Engaging Customers and Sustainable marketing mix: communications.

Communicating Customer Value. Communication mix. Cause-related marketing.

Greenwashing,  Social

marketing

marketing, Digital

10. Pricing. Understanding and Capturing
Customer Value

Sustainable marketing mix: customer cost. Total
customer cost. Price- setting approaches. Price

The Global Marketplace

strategies
11. Marketing Channels. Delivering Sustainable marketing mix:  convenience.
Customer  Value. Retailing and Distribution  strategies. = Reverse logistics,
Wholesaling Sustainable packaging. Develop sustainable

channel operations

12. Future of marketing

Future of sustainable marketing. Market,
corporate and marketing transformations

Source: author’s own table

Sustainable marketing with focus on the importance of integrating of transdisciplinary
approaches, critical thinking and integration of theory and practice, cognitive skills, social and
emotional learning, collaboration skills, problem solving, resilience-building.
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CONCLUSION

Higher education does not fully understand the true nature of the challenge and that
sustainable development is still considered as an innovative idea in most universities, and has
not yet permeated all disciplines, scholars, and university leaders. Although Higher education
for sustainable development is being widely debated, issues on how to move from rhetoric to
policy, curriculum and practice and in alignment with the global sustainability agenda remain
under-investigated (Milutinovi¢ and Nikoli¢, 2014).

Conventional marketing thought and practice have struggled to adapt to a world that we now
realize could be destroyed (or at least impaired to the impoverishment of us all) by
unconstrained consumption as we strive to satisfy an ever-longer list of wants for an ever-
growing global consumer class (Belz and Peattie, 2012). Sustainable marketing is the next
natural step forward and is considered as a broader concept.

Almost 84% Slovak students (92% international students) agree that sustainable development
is something which all universities should actively incorporate and promote and almost 70%
(85% international students)of all student agree with the statement that sustainable
development is something which all courses should actively incorporate. Interestingly, no one
said they disagreed with the statement

The key learning objectives of “new conventional” marketing should focus on sustainability,
17 sustainable development goals, social-ecological problems, sustainable consumer behavior,
sustainable values, objectives, and strategies, eco and social innovations, ecodesign,
sustainable labeling and branding, sustainable communication mix, greenwashing, total
customer cost, reverse logistic, sustainable channel operation, ecological and social criteria in
supply chain, sustainable packaging etc.

Further research could be oriented toward surveys in other higher education institutions, and
other study programs and curriculums. Other recommendations for further research are linking
the results with specific learning and assessment oriented toward the acquisition of
sustainability competences and linking the results between higher education institutions and
efforts to integrate these competences in hiring strategies of companies.
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Abstract: To quickly address the changes that have significantly affected our lives in the last
two years, it is crucial for organisations to be able to use more sophisticated tools in their work
processes. The paper aims to compare changes in the application of individual decision-making
methods within Czech companies, focusing on tools based on data analysis. This comparison
is created from the results of pilot research (conducted just before the outbreak of Covid-19
in February 2020) and a targeted questionnaire survey, which also dealt with decision-making
methods in detail and emphasised the use of business intelligence (conducted in May 2021).
The paper evaluates the position of data analysis compared to other methods between two
groups of employees: managers and specialists without subordinates. Results show a growing
trend in the utilisation of data analysis and MCDM methods, especially among managers.
However, the application of MCDM is not as yet widely implemented by employees.

Keywords: Decision-making, Decision-making methods, Data analysis, MCDM

JEL Classification codes: C44, D81, D91

INTRODUCTION

While in the run-up to the Covid-19 pandemic managers had the opportunity to make decisions
based on lessons learned and past data and trends, they were subject to different decision-
making requirements during the pandemic than they had previously been accustomed to. The
new problems and threats (which after the first wave of panic could be turned into opportunity)
caused significant changes in current management practice, and not only in the decision-
making process itself.

This paper aims to map changes in the use of decision support methods in work processes of
Czech employees in relation to the Covid-19 pandemic. Data for this comparison was obtained
in two questionnaire surveys. The first pilot research was conducted just before the pandemic
outbreak in February 2020. In general, it dealt with decision-making habits in Czech
companies, emphasising supporting decision-making methods based on data analysis,
processing large amounts of data and its conversion into information. As a part of quantitative
research, the targeted questionnaire survey, conducted in May 2021, was based on lessons
learned from the pilot research. Again, the main goal was to reveal the respondents'
approaches to decision-making and applied methods with a more detailed focus on business
intelligence tools.

Data-based decision-making is an essential part of managerial work, but at the end of the
solution process it is the managers who make the final decision (Pranji¢, 2018). As some
research shows, "the essence of big decision-making is a balance between instinct and
analytics" (Carucci, 2016).
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1. LITERATURE REVIEW

The following literature review presents the fundamentals of a rational decision-making
process and the possibilities of decision support if the manager has (or doesn’t have) relevant
information available.

1.1 Models of decision-making process

The decision-making process describes the general procedure for solving the selected decision-
making problem in detail. The individual activities and their content are closely connected with
the structure of the decision-making process; they follow in time and can be divided into
individual stages. The concept of individual phases and their division within relevant literature
differs according to author. This approach to the decision-making process is characterised by
the so-called rational model, which is described as a multi-stage analytical process built on
logic, extensive use of information and determination of variants based on data. Users of this
model strictly follow the defined phases (Eisenfiihr et al., 2010).

The rational model of decision-making is therefore based on the following assumptions:
maximisation of return, perfect availability of information, measurability of variables having
cognitive, time and resource expectations for the evaluation of each phase of the decision-
making process (Pranji¢, 2018). Data-based decision-making methods or MCDM are highly
applicable in this type of modelled scheme.

Herbert Simon made a major contribution to a better understanding of the decision-making
process in general. He is considered a pioneer in decision support systems. In his independent
work (Simon, 1960), and its later additions (Newell & Simon, 1972), he was the first to propose
an individual decision-making model and divided it into three basic phases (Nirmalya, 2010):

Intelligence (problem identification and data collection): is the first stage in the
decision-making process. In this step, the decision-maker identifies the problem or
opportunity. A problem in an organisational context is the detection of anything that is not
following the plan, rules or standard.

Design (generation of alternative solutions): in the second phase, alternative ways to
solve the given problem are presented. The evaluation of each variant is performed based on
criteria defined to facilitate the identification of positive and negative aspects of each solution.
Quantitative tools and models are used. At this stage of the decision-making process, the
variants are only outlines of the actual results and are only defined for further suitability
analysis.

Choice (selection of the optimal alternative): this is the last stage of the process, in
which the potential solutions are compared with each other to find the optimal solution.

However, this decision-making model does not take into account the following factors that can
potentially affect the quality of decision-making: variables that cannot be quantified, personal
feelings, prejudices, emotions, intuition, and personal preferences (Pillai, 2014). The opposing
decision-making model is defined by the so-called bounded rationality (Newell & Simon, 1972).
The manager does not have enough information available, which, therefore, cannot be
analysed according to a predefined process. The effort of the responsible employees is to make
the best possible decision with limited access to information and the impossibility of using it
properly (Pillai, 2014). And it is in these cases that managers resort to decisions based on
previous experience or consultation with colleagues.
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1.2 Decision-making methods

Countless publications dealing with decision-making in the corporate environment can be
found in literature and professional journals. Some resources only deal with a selected group
of tools; others offer a summary. The classification below offers a general view of possible
ways to solve a problem, presenting several ways to proceed efficiently. A decision can be
made (Griinig & Gaggl, 2006):

e purely intuitively without careful consideration of the nature of the problem,
e through previous routines,

e based on expert recommendations,

e random selection,

e based on rational thinking supported by relevant information.

Applied techniques can also be divided according to external decision-making conditions: in
certainty, at risk or in uncertainty (Blazek, 2011). Subrt (2015) deals with methods working on
mathematical foundations. He further divides quantitative methods into these categories
(Subrt, 2015), unless otherwise stated):

¢ Linear programming: every decision problem is associated with several assumptions
that define real solutions. When solving these problems, the restrictive conditions must
be fully respected and, at the same time, the best solution must be found within these
conditions. If only linear functions, equations and inequalities are used for its
mathematical formulation, it is @ model of linear programming.

o Decision-making models: the author classifies decision-making trees in this
category, and the division of instruments according to the future state of conditions is
repeated here: in certainty, at risk or in uncertainty.

¢ Game theory: modelling cases where the outcome of the decision-making process is
influenced by several participants who are either interested in the outcome of the
decision or influence the outcome of the decision, but are not interested in it (Gros,
2003).

e Multi-criteria decision-making models: multi-criteria decision-making (MCDM)
refers to decision-making in the presence of multiple, usually conflicting criteria. MCDM
problems can be broadly divided into two categories: multi-attribute decision making
(MADM) and multi-objective decision making (MODM) (E. K. Zavadskas & Turskis,
2011).

o Data envelopment analysis: models based on the principles of this theory calculate
efficiency coefficients as a ratio of the weighted sum of outputs to the weighted sum
of inputs (Stédron et al., 2015).

e Structural analysis (balance models): the basis of the analysis is the balance
between consumption and production; each deviation of the balance in one part of the
chain causes a change in the next part.

e Graph theory: real situations are rewritten into a graph with the help of a set of points
and connections between them; this presentation is often more understandable and
clearer for the layman than the classical outputs from mathematical models.

e Stochastic models: most decisions are made at risk; we assign probabilities of
realisation to individual quantities in the real world. Data analysis is based on available
data and the average values of random variables are fit to the models (Gros, 2003).

47
https://doi.org/10.18267/pr.2022.kre.2454.5



Recent studies also tend to select and classify methods based primarily on automatic data
processing and more complex, computer-aided tools. The following breakdown can serve as
an example: multi-criteria decision-making, mathematical programming, artificial intelligence
and integrated methods (Chai & Ngai, 2020; Hoang et al., 2019).

If it is impossible to find the optimal solution using the above tools, heuristic decision-making
methods can help speed up the whole process. Heuristics rely on mental acronyms that reduce
cognitive burden in decision making. The principles of heuristics are evident when applying
the trial-and-error method, educated estimation, intuition or common sense (MacKay et al.,
2020).

Principles representing heuristic methods often ignore the otherwise emphasised importance
of information. Contrary to the widely held view that a lower level of information processing
reduces the accuracy of a decision, a study of heuristics shows that its accuracy can in fact be
improved through less information, calculations and time. (Gigerenzer & Brighton, 2009).
Computer simulations have even shown that despite limited processing requirements,
heuristics provide very accurate predictions (Goldstein & Gigerenzer, 2002).

2. METHODOLOGY

First, the individual methods for decision support were examined within the literature search.
Further, they were assigned to individual models of the decision-making process according to
their nature. Subsequently, two research surveys were conducted, which are characterised in
the next section.

2.1 Questionnaire surveys

The pilot survey was conducted in February 2020. In the analysis, 75 of the 90 addressed
respondents were included. The initial set of questions in the questionnaire focused on
obtaining demographic information about each employee (see Table 1). The aim was to classify
respondents according to the company's size, business sector, departments and the utilization
of information systems within the company, not only in the decision-making process. In the
next section, the current level of use of business intelligence in Czech companies compared to
other decision-making methods was determined. Based on the obtained data, it was then
possible to verify the relationship between the use of BI and the system settings available in
the organization and determine the factors affecting the involvement of more complex
methods in the decision-making process (Kasparova, 2020). Three basic types of questions
were included in this research. Respondents answered yes / no questions, selected from a
limited number of alternatives, and a Likert scale (a five point one) representing the degree of
agreement with the statement was also used.

Targeted quantitative research, partially based on the results of pilot research, was carried out
in May 2021, and 152 respondents could be included in the analysis. In the beginning, basic
facts about each respondent were monitored, including demographics and essential
information about the type of employment. The second part of the survey focused on the most
commonly used methods to support decision-making and business intelligence tools in general.
It aimed to verify the model based on The Unified Theory of Acceptance and Use of Technology
(UTAUT 2) concerning on utilization of BI in companies. The questionnaire in this section
consisted of the following types of closed questions: dichotomous, enumeration, and Likert
scale. In contrast to the pilot research, a seven-point scale was used for greater scalability,
with respondents expressing a degree of agreement for individual statements: 7 stars
represented absolute agreement, 1 star outright disagreement.

48
https://doi.org/10.18267/pr.2022.kre.2454.5



A set of questions dealing with decision-making methods was part of both of these surveys,
so it is possible to make the above-mentioned comparison. In the presented research, decision
support tools are divided into four major groups: intuition and previous experience, peer
consultation, data analysis and multicriteria decision-making methods (MCDM). In the pilot
research, respondents could choose consultations with external experts as well, but this option
was excluded for further study due to low frequency. In both surveys, the addressed
employees could also add any other method to support their decision-making in the "other"
column. From the obtained data, it is possible to evaluate the position of data analysis as a
tool to support decision-making compared to other methods. The application of selected
methods is further examined according to the nature of the respondent, regardless of whether
their job position is managerial or a specialist without subordinates.

The elementary characteristics of both research files are summarised in Table 1.

Tab. 1 Demographics and basic characteristics

Distribution by... Pilot research Quantitative research
(out of 75) (out of 152)
Gender
Male 49 113
Female 26 39
Enterprise size
EI\E/I.i)cro- and small-sized enterprises (0-49 v 110
Medium-sized enterprises (50 to 249 e.) 15 21
Large enterprises (more than 250 e.) 53 21
Job level
Management 32 101
Specialists 43 51
Business sector
Automotive 40 19
Information technologies 10 72
Finance and insurance industry 9 11
Accommodation (hotels, etc.) 2 5
Agriculture, forestry, fishing 1 45
Other 13 0

Source: own processing

More respondents working in large companies took part in the pilot survey, while more
respondents from smaller companies appeared in the targeted questionnaire survey. In the
first case, respondents were most often contacted through the LinkedIn job network, where
many employees of large companies can be found. This method was chosen as the simplest
to obtain a relevant number of responses in the pilot research phase. The distribution in the
follow-up survey is given by targeting companies from specified sectors of the economy that
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were contacted by random selection. There was a greater willingness to answer and react
among the employees of smaller companies.

Regarding the distribution of respondents in individual fields of business, in both cases most
of them worked in sectors that show the highest long-term involvement of decision-making
methods based on data analysis (Statista, 2018): automotive, information technology, finance
and insurance. The involvement of these tools in the decision-making process, according to
the field of business, was subjected to a detailed analysis in previous research. The follow-up
research, presented in this paper, focuses on the differences in the approach and application
of individual methods between respondents according to their job position. The presented
outputs therefore evaluate the application, not only of data analysis, among managers and
specialists without direct subordinates.

3. RESULTS AND DISCUSSION

Individual respondents could indicate any number of methods; on average they chose 2.5 from
the offered list. The results in Table 2 summarising the application of selected methods to all
respondents already indicate behavioural changes in the decision-making process. There was
a decrease in the application of intuition and previous experience among the respondents,
while consultations with colleagues increased and methods based on data analysis and MCDM
were also more significantly applied. While data analysis, which includes processing of available
data and its transformation into information using business intelligence tools, is already applied
in the decision-making process by more than 2/3 of respondents (69%), while techniques
based on multicriteria decision-making are used by only a third of respondents (32%). The
complete results are summarised in Table 2.

Tab. 2 Most used decision-making methods

. Quantitative research
Pilot research (out of 75) (out of 152)
Method(s) based on... : :

Absolute Relative Absolute Relative

frequency frequency frequency frequency
Intuition and previous experiences 61 81% 115 76%
Consultation with colleagues 50 67% 111 73%
Data analysis 47 63% 105 69%
Multi-criteria decision-making o o
(MCDM) methods 19 25% 48 32%
Consultation with experts outside 14 19% not included | not included
of the company
Others 2 3% 10 6%

Source: own processing

A comparison of the results of the two surveys shows a growing trend in the use of more
complex decision support techniques. At this point, it is necessary to draw attention to the
need to ensure the high quality of information provided by systems based on large-scale data
processing, as mere regulation of inclusion in the work process by management can ultimately
be counterproductive (Visinescu et al., 2017). A wide range of statistical and non-statistical
decision-making techniques can be found in literature, among which MCDM has recently
enjoyed great popularity and offers a wide range of applications for modelling complex
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business processes (E. Zavadskas et al., 2019). However, as the outputs obtained in Czech
companies suggest, their transfer to practice is still in its infancy. Nevertheless, the rising trend
of their usability can be assessed positively.

Any extension of managerial experience with tools providing broad data analysis should lead
to streamlining the complete decision-making process (Seddon et al., 2012). Figure 1 presents
a comparison of managerial behaviour in decision-making in both surveys.

Fig. 1 Utilisation of methods among managers (relative frequency)

Managers
90%
80%
84%
70% ol 79% -~
600/0 66@’0 0 710/0
50% 59%
40%
0
30% 3a%%
20% o
10% P
0%
Intuition and Consultation with ~ Data analysis MCDM
previous colleagues
experiences
Pilot research Quantitative research

Source: own processing

And it was the largest increase in the relative share within the application of individual methods
between the two surveys that was recorded among managers. Specifically in the application
of data analysis and MCDM, this share increased by 12% over one year. While during the first
survey, even more data analysis users were recorded as specialists (62% to 59%), in the next
survey, over 70% of managers included these techniques in their decision-making process and
rely on them almost as often as consultations with colleagues (73%).

Minor differences in habits in the decision-making process were found among specialists. The
complete data is presented in the graph in Figure 2.

Fig. 2 Utilisation of methods among specialists (relative frequency)

Specialists
80%
70%
00 76% 69% 73%
60% 64% 629% 65%
50%
40%
30%
20% 27% | | 27%
10%
0%
Intuition and Consultation with Data analysis MCDM
previous colleagues
experiences
Pilot research Quartitative research
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Source: own processing

As for managers and specialists, it was impossible to rely so significantly on previous
experience, and they used consultations with colleagues in decision-making in response to
new events and situations far more often. Almost 2/3 of specialists have already used data
analysis, but the increase was only marginal (62% — 65%). The involvement of MCDM in the
decision-making process remained at the same level, yet only 27% of the respondents applied
it in solving decision-making problems.

Although researchers have long (and successfully) explored applications of more complex
decision-making tools (Bernroider & Schmdllerl, 2013; Ishizaka & Siraj, 2018; Seddon et al.,
2012; Visinescu et al., 2017), applying techniques based on previous knowledge of both their
own and closest colleagues still prevails among the respondents addressed. Asadabadi et al.
confirm that although the above studies show better results from evaluating the researched
problem using MCDM, companies still mainly rely on intuitive approaches. The main reason
companies avoid them is their shortcomings (Asadabadi “s article discusses the inability of AHP
(Analytic Hierarchy Process) method to provide a good assessment of options). According to
Asadabadi, future research should focus on the reasons for the non-usability of the MCDM
processes thus far promoted and develop more valuable methods (Asadabadi et al., 2019).

CONCLUSION

The paper aimed to present the evaluation of changes in the decision-making process among
employees of Czech companies based on two questionnaire surveys conducted in 2020 and
2021. Due to the timing of both surveys, it was possible to reflect the possible consequences
of the Covid-19 pandemic. Methods based on an irrational decision-making model, i.e.,
intuition, previous experience and consultation with colleagues, and methods used in a rational
approach to solving decision-making problems, i.e., data analysis, business intelligence-based
techniques and methods based on multicriteria decision-making, were selected for the survey.

Although both surveys have been relatively quickly consecutively conducted, the circumstances
surrounding the global Covid-19 pandemic indicate trends that have changed behaviour within
the decision-making process. It would previously not have been highly probable to capture
significant behavioural changes among decision-makers in the course of one year.

More complex and time-consuming support tools have become more popular among the
respondents in the surveyed group. The period between the two surveys when production
completely stopped in some sectors gave managers more time to apply otherwise neglected
techniques. At the same time the developers of these tools gained more time and feedback
from users, which could lead to any necessary adjustments and optimisations for easier and
faster applications in future situations.

As in most studies, several limiting facts can be revealed, one of which is the
representativeness of both questionnaire surveys. Due to low availability and difficulty
obtaining similar types of data, both surveys had to be based on voluntary participation in the
research. These types of results cannot be generalised, but the obtained data can still be
properly evaluated, outlining possible trends in the examined files. The selected techniques
for obtaining the first overview of the researched topic were very generally chosen, and
subsequent research can be focused on several directions.

With a one-year interval, it would be possible to repeat the survey, which could be further
extended by more detailed research of individual methods and the way or timing of their
application. In the next phase, a more extensive literature search can be carried out, focusing
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on studies proposing modifications and updates of the MCDM methods thus far used to ensure
their broader application in business practice.
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Abstract: The traditional theory of international trade suggests that companies will first
establish a strong domestic market and only expand abroad in the later stages of their life
cycle. This is in line with the so-called Uppsala model, whose basic idea is that sales and
success abroad requires an understanding of the previously unknown environment and
adaptation to it. However, this view is called into question by research, which shows that some
companies internationalize very quickly (in some cases immediately) - they are so-called “born-
globals”. The existence of companies that sell a substantial part of their production abroad
immediately or within a few years of its establishment is therefore a theoretical challenge. The
aim of our article is to examine the concept of born-global companies from a theoretical point
of view and to demonstrate the functioning of such companies in the Slovak environment on
the case study in communication industry.

Using the method of a case study, the origin and development of the Slovak company Slido is
described, focusing on the typical features of BGC. After subsequent analysis and comparison,
it can be stated that the company Slido meets all the characteristics of the so-called born-
global company.

Keywords: Upsalla model, Internalization theory, Born global companies

JEL Classification codes: F23, F62

INTRODUCTION

Internationalization of firms is a topic that has been researched for more than 40 years, with
focus in small and medium sized companies or a large transnational corporations. Two streams
of well-known theories describing the process of internationalization is the Uppsala model and
the Inovation model, which describe how firm became international in traditional way — slowly
following a number of stages. Its seen as a gradual process of capability build-up by which
firms slowly accumulate the resources necessary to face foreign market uncerntainty. These
models assume that firms growth in their domestic markets before they start to export abroad.
The commom denominator of these theories is the process where the companies gradually
internationalize their business.

The Uppsala model (U-model) describes that the the largest liability for a company’s
internalization is based on its difference in culture, language, industrial development, business
environment and political system for the potential market. The larger the difference is, the
larger is the liability of foreignness (Johanson & Vahlne, 2009). The knowledge of the export
market is central point for international engagement according to the Uppsala model.

The authors of the Uppsala model, Johanson and Wiedersheim, distinguish four different
entrances to the foreign market, which are (Zohari, 2012): irregular export, export through
independent agents, establishment of a sales branch abroad and production abroad.
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In the literature we can find the Innovation Model as I-model. Together with the U-model, we
can consider them behaviorally oriented. The I-model is characterized by the way it perceives
internationalization. It is perceived as a process in which we can see an analogy with the
process of introducing a new product to the market. Authors such as Bilkey, Tesar, Cavusgil
and Czinkota consider internationalization decisions to be an innovation for their company. In
analyzing the issue from different perspectives on a given topic, the decision on
internationalization may be influenced by a push or pull strategy in the innovation model. The
push mechanism is characterized by external change resulting from the environment, and the
pull strategy is characterized by a change in the company's internal environment.

Internationalization is a process, it is never a "solo" effort, it is the result of various
relationships that are both formal and informal. Traditional start-up growth models consist of
not very structured and short-term plans in the first periods of existence. Emphasis is placed
on product development and sourcing, while any strategies for expanding into foreign markets
come later. The development of such traditional companies can be seen as a process that has
certain developmental stages, and after overcoming and completing them, a phase of
penetration into the foreign market follows. (Wren & Gabrielsson 2011).

Conventional models of internationalization face criticism (Andersen, 1993; McDougall et al.,
1994). Empirical evidence points to small, young companies that have only limited resources
that start exporting (and a relatively high share of their production) almost immediately after
their establishment. This contradicts the traditional theoretical understanding of the
internationalization process. Developments in the field of information and communication
technology and technologies in the field of international transport give rise to completely new
forms of companies and expand the possibilities of their international operations. For
companies such as Spotify, AirBnb, Sygic or Uber, etc. it is thus possible to serve customers
from one place using one application or website. Some studies (Chadee & Mattsson, 1998)
point to certain sectors in which the internationalization process is not as complex and
demanding as in other sectors.

This new phenomenon is behind several new research directions. One of them is research by
born global companies (BGC).

1. LITERATURE REVIEW

Among the first experts to study internationally operating companies and companies operating
rapidly are the American consulting firm McKinsey & Co and M.W. Rennie. As early as the early
1990s, based on a study of export companies in Australia, they gradually began to form the
basis of knowlege about the BGC phenomenon. (Knight & Liesch, 2016) They defined it as a
company that, shortly after its founding, perceives the global space as its market and thus
does not focus only on the domestic market and possible expansions in foreign markets
(McKinsey, 1993). Other studies have identified this type of company as "global start-ups"
(Oviatt & Mc Dougall, 1994) or "international new ventures" (McDougall et al., 1994).

The explicit definition of BGC may sound like "Born global companies are business start-ups
that, since or near their founding, have sought to earn a substantial portion of their revenue
from the sale of products on international markets." (Knight & Cavusgil, 2004). In other words,
companies that internationalize their activities within three years of their establishment and
25% of their total sales are made abroad. (Knight & Cavusgil, 2004).

Bell (Bell at al., 2003) sees BGC as a company operating in areas that are knowledge-oriented
and do not consider the domestic market to be sufficiently attractive and important. Early and
rapid internationalization at the global level ensures them a sufficient supply of customers and
a more efficient use of knowledge.
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The theoretical knowledge about BGC was supplemented by the statements of a group of
Norwegian experts, which sound like: A real born global company is a new company that fills
a global market gap from the very first day of its establishment. A company that was
established as a global startup and therefore not as a company that over time, after a certain
time in the domestic market, began to operate globally (Moen et al., 2008).

Other authors claim that these are companies born with the ability to penetrate the global
market, which they have achieved with their attractive portfolio, thus attracting the attention
of many consumers on an international scale. Rapid market absorption maximizes their profits
and increases their chances of growth. They differ from traditional types of companies by the
speed of internationalization, e.g. Uppsala model in which the company first operates on the
domestic market and later gradually penetrates the foreign market. (Knight & Liesch, 2016)

BGCs have been given the opportunity to expand mainly due to rapidly evolving technologies
and the ability to use digital knowledge. Thanks to these tools, they had a sufficient amount
of knowledge needed to enter foreign markets.

1.1 The Difference Between Traditional Organizations and Born Global
Companies

We can observe several differences between traditional companies and Born Global
Companies. For a deeper understanding of the issue, we consider it essential to define the
basic and different features of these companies.

Traditional companies

One of the primary goals of these companies is to provide goods and services mainly on the
domestic market. After the subsequent establishment of a traditional company in the home
country, it gradually begins to research and look for individual opportunities offered by the
foreign market. Prior to their expansion, companies place emphasis on having sufficient
information about foreign markets. When choosing a sales destination, they prefer
geographically close, neighboring countries. Companies are opting for gradual expansion into
nearby markets also due to cultural, linguistic and administrative similarity. In the literature,
traditional companies are referred to as the Uppsala model or Stage model.

Born Global Companies

They are defined as organizations that have been entering for a few years after their
establishment to foreign markets in order to expand its scope outside the domestic market or
generate higher profits. In some studies, these companies are also referred to under terms
such as: international new ventures, high-tech start-ups, global start-ups. Their main goal is
to create competitive advantages as soon as possible after the company is established through
the use of resources and the sale of their final products in foreign markets.

BGCs use a combination of three key principles to make them successful through their products
and services in foreign markets. The principle of high-tech technologies applies to the available
communication or technological infrastructure. Most companies use these technologies, which
will facilitate the whole process of internationalization, as well as help create competitive
advantages between companies. Conditions in foreign markets are one of the most important
factors in the successful operation of BGCs.

1.2 Characteristics of Born Global Companies

Based on a number of distinctive features that we have identified so far, we can easily
recognize BGC. In their publication “Born Global Firms: A New International Enterprise”, Knight
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and Cavusgil defined several specific specific features of BGC, such as activities
in international markets, limited financial resources, the use of a differentiation strategy or the
production of quality value-added products. (Knight & Cavusgil, 2004)

In this section, we would like to introduce and explain the main features of the BGC.

Tab. 2 Characteristics of Born Global Companies

1. Activity on international markets 5. Differentiation strategy
2. Limited financial and material 6. High-quality products
resources

3. Occurrence in high-tech industries | 7. Modern communication and information
technologies

4. International business strategy and | 8. External intermediaries
strong pro-foreign attitude of
managers

Source: own processing according to Cavusgil & Knight, 2009.

Significant activity in international markets

BGCs consider the export of products and services to be the main or only way to enter the
market. The export orientation is starting to show in a relatively short time after the
establishment of the companies. Studies have analyzed whether rapid internationalization as
soon as they are set up is really a key factor in the success of these companies. They came to
different conclusions, in which the individual factors are connected. The decision whether a
company will be involved in the internationalization process stems from the company's
specialization within the industrial sector, value chain or market in which it develops.
Technologies are also an important factor, thanks to which the process itself is enabled.

Limited material and capital resources

BGCs represent small and medium-sized enterprises. As they are small companies, they show
that they have limited financial, human or material resources compared to transnational
corporations. The main advantage of multinational corporation (MNC) is its dominant market
position and sufficient resource capacity. Historically, international trade has taken place
mainly between large companies. Current trends in international trade, led by strong
technology support, have created market conditions in which even small and medium-sized
enterprises can establish themselves successfully. We are currently seeing a gradual increase
in BGCs market activity compared to previous decades.

Occurrence in high-tech industries

According to experts, the phenomenon of BGC appears mainly in top high-tech industries.
However, critics of the issue argue that these companies have a chance to succeed and thrive
in any industry that is not necessarily technology intensive. An example is from Denmark,
where BGCs are more developed and provide their products and services to customers in
sectors other than technology. We are talking about industries such as: food, clothing,
woodworking, accommodation, metallurgical and consumer industries.

International business strategy and strong pro-active managerial attitude

The managers of these companies have a strong business passion.
Since the early establishment of the business, they have focused to the vision of exporting to
foreign markets. During the implementation of the business, the managers of these companies
consider the domestic market only as a supplement to a more promising international market,
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which they show a primary interest in. The strategy for finding foreign markets is closely linked
and influenced by the pro-active, aggressive approach of management. (Loane — Bell, 2007)

Differentiation strategy

BGCs prioritizes a product differentiation strategy over other strategies. (Knight & Cavusdgil,
2004) The aim is to fill a gap in the market that MNCs or other companies are not interested
in. The main goal is to design products with different designs and features that are designed
for a specific group of customers. When applying the differentiation strategy, companies try
to satisfy the specific needs of customers, and thus stimulate customer loyalty to the company
or product or service. As BGC’'s resources are narrowly specialized, customers are now
increasingly interested in unique, tailor-made products. As a result, companies are gaining
more and more opportunities to fill market gaps and meet customer needs.

Emphasis on quality products

BGCs strives for the best product quality, which they also achieve thanks to the modern
technology at their disposal. They try to differentiate themselves from the competition through
well-designed, provided products or services, which are created and subsequently placed in
the market of specific needs. It is often stated in the literature that the establishment of BGCs
is strongly encouraged by the creation and development of new, innovative products.
(Zijdemans— Tanev, 2014)

Use of modern communication and information technologies

The scientific and technological progress that has led to the dramatic development of
communication and information technologies has resulted in many positive conclusions. At
present, even small companies have access to efficient and fast information management, or
easy communication with partners or customers around the world at virtually zero cost. Many
companies use technology to segment and integrate customers into the market according to
their specific needs.

External intermediaries in foreign markets

Due to the size of the BGCs and the limited resources at their disposal, these companies are
gaining ground with the help of the already mentioned exports on foreign markets. For
distribution, they most often use external intermediaries, the so-called integrators such as
FedEx, DHL, UPC and others. These companies operate on a home-to-home basis and are
responsible for delivering the product to the final consumer directly at home. Operators seek
to facilitate international operations and ensure flexibility during distribution. More experienced
BGCs export in cooperation with joint ventures or use foreign direct investment. It is important
to take into account that there is a distribution of risk and cost when cooperating with the SE.
As a result, exports are becoming safer, cheaper and more advantageous for BGCs. (Cavusgil
& Knight, 2009)

2. METHODOLOGY

The aim of our article was to define the concept of BGC with the help of analysis and search
of available literature, to put it into the current development of internationalization theories
and at the same time to point out the differences between traditional theories that explained
the process of internationalization before BGC. We have studied dozens of relevant articles in
the Web of Science and Scopus databases and several case studies that have addressed the
issue of born global companies. So far, dozens authors have addressed the topic, and no
uniform definition has been established. Subsequently, we pointed out the common features
of the mentioned definitions.

In the case of Slovakia, there is only a limited volume of publications that would address the
issue of BGC. In their research, most authors addressed the issues of international expansion
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of already established companies, the issues of their competitive advantages on which this
expansion could be based (eg Ferencikova & Schuh, 2012) arguing that these companies focus
mainly on neighboring countries with emphasis on good strategy. value for money (price
advantages vis-a-vis developed-country firms) and the advantage of specialization. For this
reason, we decided to test the BGC concept and its use in Slovak conditions. We focused our
research on finding a company that can be described as BGC and using the case study method
to approach its development. The basic research question is therefore in the position of
confirming or refuting the relevance of the BGC concept on the identified company and then
subjecting the analysis to the relevance to the BGC theory. Due to the limited space, we
decided for a deeper analysis of one company, drawing logical conclusions from the
comparison of theory and our observations in the observed case study. Since the general
history of the selected company Slido is well known in Slovakia, it can be potentially described
as BGC, but a detailed analysis and evaluation is provided by our case study. The preparation
of the case study was accompanied by an interview with the company's managers and a study
of relevant secondary sources.

3. RESULTS AND DISCUSSION

3.1 Slido — case study of BGC from Slovakia

Characteristics of Slido

Slido was founded in 2012 in Bratislava by three Slovaks. We were able to capture the concept
of Slido for the first time at various conferences or lectures. It acts as a technology company
that improves communication and interactivity at various events or meetings. It allows to
gather questions that audience is interested in so that lead to meaningful conversations.
Participants can vote on the issues they are most interested in. The aim is to increase the
participation of participants in real time in the discussion and also to engage the audience in
a live survey. Anyone present at the event can connect, using a simple code that they write
into the application and then can anonymously ask a question, which will be displayed to the
speaker.

Slido is currently very successful worldwide and has held several thousand successful events
in more than 130 countries in which it operates. The number of employees has climbed to
more than 150 in the 9 years of the company's existence. (SLIDO, 2022)

History of Slido

The founder of Slido is Peter Komornik, who worked as a teacher at the Comenius University
in Bratislava. During his lectures, he wanted to get feedback from the students. He asked the
students to write their anonymous comments or evaluation on paper. He was aware that this
method was outdated, so he created an application that would help university colleagues get
"feedback" from students. Later, Peter Komornik came up with the intention of creating a
medium through which anonymous questions would be asked not only at school, but also at
conferences and other events. The application was based on two functions, but over time it
has improved. The first function was to collect questions and the second was "feedback" from
the audience. "Because the functional concept of conferences and universities is very similar,
the transition from academia to commercial has been very natural," said CEO Peter Komornik.
(Dennik Postoj, 2018) "Slido is more or less solving a hundred-year-old dilemma, and that is
that when the presentation ends, the moment comes when the speaker asks if there are
questions in the audience. In most cases, there will be silence, "said Slido's Marketing Director
Juraj Holub. (Dennik Postoj, 2018)

60
https://doi.org/10.18267/pr.2022.kre.2454.6



For many students, but also for representatives of various industries, asking a question in front
of the whole audience is a big challenge. Thanks to Slido, they were able to ask questions and
get an answer to their question via their mobile phone, laptop or tablet without raising a hand
or a direct question in front of everyone involved.

As we mentioned above in 2012, Peter Komornik and his three friends were behind this unique
solution. (Spodniakova, 2017) The entry in the Commercial Register took place on August 7,
2013. (FINSTAT, 2021)

CEO Peter Komornik has several work and study experiences. He worked few moths for
Samsung and one year for Google. "At the beginning, we did not want to create a company,
we only did a non-profit project with the aim of improving universities in Slovakia," said CEO
of Slido for Hospodarske noviny. (Harsanyova, 2016) In May 2012, they took part in the Startup
Weekend Bratislava event with the application, which they won and achieved great success.
(Spodniakova, 2017)

The product has been innovated based on positive feedback by adding the ability to ask
questions to speakers through the application. It was this step that stimulated the further
development of Slido.

Company portfolio

The company's portfolio was initially focused on the needs of clients in particular for asking
questions, polls or voting that the speaker needed to get in real time. Many foreign companies
have first seen how Slido works at conferences or other events, on the basis of which they
subsequently decided to purchase their individual products. Another product that Slido
provides is the creation of a real-time survey, for example in the form of test questions, which
the lecturer can prepare in advance or during the event. The third product that Slido offers is
to create a quiz, for example, for a fun ending of an "event", or to test the audience at the
end of the lecture. Another interesting feature is analytics. In terms of integrations, Slido has
built with Google Slides, PowerPoint, Zoom Webinar, MS Teams, Spotify and Slack. At the
same time, it provides the possibility to integrate "streaming services" directly into Slido, for
example Vimeo, Youtube or Facebook Live.

Financial indicators

In characterizing the financial side, we can say that Slido manages to maintain a growing trend
in revenues every year. The company's total sales for the 5 months of 2013 were at the level
of 15895 EUR. Every year during the period under review, sales show a growing trend and in
2020 reached the value of 9,42 mil. EUR. (Sli.do, 2020)

Slido as Born Global Company

Slido has a relatively broad presence and operates in the European, American, Asian and
Australian markets. Since its establishment, it has pursued the idea of expansion, and its main
goal has been to focus on the global marketplace. Due to the low diversity of the product
portfolio, the Slovak market became small for Slido.

Slido started operating on the domestic market, where Slovak customers played a big role,
helping Slido to improve and prepare for expansion. CEO Peter Komornik received an impulse
to expand while listening to a podcast of the TechCrunch event, where they said: "If you want
to create the best product on the market, you have to work with the best customers on it."
(Spodniakova, 2017)

The main goal in deciding which market to focus on were large cities, respectively centers
where events, conferences, congresses or lectures were constantly organized. These
metropolises that "never sleep and are constantly on the move" include San Francisco, New
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York, London and others. "Proximity to event centers and conferences was our strategy in
deciding which market to enter, so we chose London." (Dolinka, 2019)

After several months of Skido's existence, the management decided to enter the foreign
market. They bought a train ticket to the capital of the Czech Republic and decided to meet
the first influential and potential customers there. (Dolinka, 2019)

However, the first foreign expansion went to the British market in 2013. During the interview,
we learned that this attempt to establish itself on the foreign market was very challenging.
They chose London not only because of the English-speaking multicultural population, but also
because of the largest number of organized conferences in Europe and the geographical
proximity to Slovakia. (Guranova, 2020)

According to the CEOQ, it is very important: “that startups at the beginning of their existence
follow the path of least resistance. So not to lose direction, but to choose at the beginning
what is less demanding, less expensive.”(OkSova, 2018)

In 2014, the expansion to the USA took place. That year, they established offices in San
Francisco and later in New York. They chose San Francisco because it houses the largest and
most successful companies in the world with which Slido wanted to work. (Guranova, 2020)
In order to carry out a successful expansion, it was necessary to find a specialist in the US
market, who would sell Slido products. However, the success was not what the founders had
imagined. So they decided to change their strategy. With the new strategy came several new
insights, from which the founders took an example. Ensuring the company's survival in the
market is one of the most important points. A company's profit orientation often leads to the
acceleration of processes that are not verified and sufficiently tested. CEO Slido recommends
for everyone: “Before you decide to invest in a country, it is important to get the first few
customers and fans first. Everything will then be easier. In 2015, the American market for
Slido was one of the largest and we believe that thanks to this fact we will be able to enforce
it even more significantly.” (Andacky, 2017)

At present, the company operates on a global level and has long been striving for dynamic
growth, especially on the US market. One of the reasons they focus on the US market is the
advantageous geographical location. In the future, Slido plans to continue to grow, especially
by establishing a new branch in North America. (OkSova, 2018)

The company has also started operating in the Asian and Australian markets and has built
branches in Bali and Sydney, the company also operates in very developed Asian cities such
as Singapore and Kuala Lumpur in Malaysia. (Andacky, 2017)

Notes on the internationalization of Slido

The company's products are developed in such a way that they are applicable to any territory.
The company does not use aggressive marketing, sellers or traders, but on the contrary,
customers contact Slido independently with their own interest through a website. A huge
advantage is that people can see how Slido works at conferences. Many of these participants
later organize their own events, and they are interested in using Slido. Since the beginning of
building relationships with companies, they have focused on partnerships with key global
players who focus on various events. It is this ability that Slido considers to be its
strongest marketing channel, which requires a high degree of patience, as it is not possible
to enter into a partnership extremely quickly.

In 2013, the company, with the help of business angels, managed to financially cover its
expansion abroad. "It was not a huge capital, in the order of tens of thousands of euros.
Investors acquired minority stakes, but this allowed the company to grow to seven employees,
"added CEO Peter Komornik. (Andacky, 2017)
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Since 2015, Slido has been financially self-sufficient and the further development of the
company has been financed from the company's revenues. (Dolinka, 2019)

Introducing an unknown product to customers in a foreign market was accompanied by several
difficult situations.

Successful moments of the Slido company

Slido currently operates globally and its products have been used at more than 400,000 events,
with more than 9.1 million questions and 29.4 million participating users in the surveys. Slido
has three-quarters of its corporate clients and includes world-renowned companies such as
Spotify, Google, Booking.com, KPMG, SAP, Pinterest, Netflix, Airbnb, World Economic Forum,
Web Summit SXSW, BBC, Oracle, Cisco, Adobe, Lufthansa, Money20/20, European
Commission. (OkSova, 2018) At present, the company cooperates with many teachers from
prestigious universities, such as Stanford, Harvard and MIT.

Slido ranked fourth among the fastest growing technology companies in Eastern and Central
Europe, according to a study conducted by Deloitte in 2018. According to this study, Slido
achieved growth of 2971% in the period 2014-2017. (Deloitte, 2018) According to the same
source, it is also considered to be the first fastest growing company in Slovakia in 2018. The
company has managed to conclude contracts with famous conference organizers such as South
by Southwest. In terms of attending political conferences, Slido was also used in Davos at the
World Economic Forum conference.

Impact of the pandemic on Slido and the acquisition

At first glance, it might seem that the global Covid-19 pandemic, and virtually the cancellation
of long-term conferences, could harm a company that has grown to facilitate conference
interaction. However, the opposite is true and Slido grew its sales by almost 19% year-on-
year in 2020, which in absolute terms represents a value of more than 1.4 million euros.

The company practically continued the transformation, which began in 2016 - focusing on
corporate customers. With the transfer of all corporate communications and meetings to the
online environment, the need to interact with individual participants has become even more
important than ever.

At the same time, Slido has gradually integrated into the various technology platforms that
companies commonly use in the online environment. At present, Slido has over 300000
corporate customers, with the majority being corporate customers who use Slido for their
internal purposes.

On May 3, 2021, Cisco announced the acquisition of Slido. Cisco bought Slido together with
the London company IMImobile. Cisco bought Slido for its own platform "Cisco Webex
platform" precisely because of the new needs brought by the pandemic and because of the
much larger share of online meetings. Javed Khan, CEO of Cisco Collaboration, said:
“Purchasing Slido will help the technology giant in its mission to make collaboration — and
specifically the popular Cisco Webex platform — more inclusive for remote meeting attendees
and those returning to the office. (Cn.com, 2021)

The entire Slido team (currently more than 200 people) has thus become part of Cisco, while
CEO Peter Komornik has become the director and general manager of "Slido for Cisco".
According to Jeet Patel, general manager of security and applications at Cisco, the goal of the
acquisition is to improve Webex meetings so that they are 10 times better than personal
meetings (Sli.do, 2021).

While Slido created more inclusive meetings together with Webex, Slido will remain a
standalone platform and will continue supporting all customers no matter what tools they use
in their business. (Komornik, 2021)
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CONCLUSION

If we look at the presented case study of the Slovak company Slido from a theoretical
perspective - according to the nomenclature of Cavusgil and Knight - see Table 2 (Cavusgil &
Knight, 2009) - we come to the following findings:

Almost immediately after its establishment, the Slido company penetrated abroad with its
product. The Slovak market was only marginal in terms of the company's potential. According
to Ferencikova and Hluskova, the size of the Slovak market is one of the unfavorable factors,
and on the example of seven cases from the Slovak IT environment they showed that this
factor is one of the decisive motivators in the relatively early internationalization of Slovak IT
companies. (Ferencikova & Hluskova, 2014)

The trajectory of its direction was influenced mainly by the presence of strong customers - the
venues of the most important conferences and the need for direct connection to their
organizers. Interestingly, the founders indicated the need for at least partial initial success
proved to be a very important factor at the beginning of accession.

The company Slido was founded by students, its start and further operation was financed from
its own resources, respectively from primary profits. External sources of capital were used
much later.

The company operated in the ICT industry, the product was very easy to replicate.
Unprecedented developments in the internet and modern communications industries have
helped the company grow. The most important element was to convince the customer of its
use and competitive advantage. After the first use and later after the positive references of
the conference participants themselves, it was much easier to gain new customers.

From the very beginning, the company's founder spoke in the context of creating a global
product, we can talk about pro-active managerial attitude and a global vision of the company's
growth.

The Slido product solved the years of unresolved problem of large audience interaction at
conferences, the dynamics of the discussion that fundamentally changed the level of
conferences. The subsequent transfer from the university education environment to the
business sphere (organization of conferences and later also company meetings) is also
interesting. The company's product can be described as new, innovative and unique.

The company does not use aggressive marketing, sellers or traders, but on the contrary,
customers contact Slido independently with their own interest through a website. A huge
advantage is that people can see how Slido works at conferences. Since the beginning of
building relationships with companies, they have focused on partnerships with key global
players who focus on various events. It is this ability that Slido considers to be its strongest
marketing channel.

We can confirm our research question that the company Slido, which we presented in detail
in the case study, meets the conditions of the BGC concept in all its characteristics. It is an
example of a company that has come to terms with a need that has not yet been addressed.
Following the acquisition by Cisco, Slido remains a relatively independent part of the company
and, in addition to incorporating this tool into the Webex platform, will continue to support
customers regardless of the platform used.

The main limit of our research is the sample size, which, however, was limited by the capacity
limitation of the article.

In future research, the authors aim to research the BGC phenomenon on a wider sample of
Slovak companies from various industries. In this case study, we focused on a company from
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the ICT industry, it will be also important to confirm the theory of BGC and define its boundaries
on the case studies of companies from other industries.
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Abstract: Although the UN Global Compact (UNGC), as a CSR initiative, primarily targets
businesses, it enables and facilitates disseminating standards and norms and communication
between the international and local environment. However, the UNGC has faced considerable
criticism. It has not lived up to expectations, does not respond to a global society's complexity,
and manifests itself as static. This paper presents a new understanding of the UNGC as a
Model of a Dynamic Cyclical Spiral Evolutionary Process. Its essence lies in linking international
and local environments revealing the synergistic effect of standards and norms creation and
diffusion in an evolutionary process. The methodological framework is represented by
localisation and subsidiarity theories, norms, and standards translation, vernacularisation, and
contestation theories. This perspective extends the UNGC's current understanding, revealing
local actors' significance, creating a pre-requisite for global governance systems.
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INTRODUCTION

The last two decades have been characterised by initiatives arising from the need to regulate
commercial and civil relations (Rasche, 2009). Although the topic of Corporate Social
Responsibility (CSR) is frequently researched, particularly in the economic disciplines, its
considerable potential to impact international relations also comes to the fore. Key areas
include human rights, labour, ethical management and ethical profit-making, transparency and
anti-corruption (Ashrafi, Adams, Walker, & Magnan, 2014).

Such initiatives that address the areas as mentioned above include the Global Reporting
Initiative, ISO standards, International Accountability Standards, and the United Nations Global
Compact Model (UNGC), which is a landmark project in CSR initiatives (Sartor, Orzes, Di Mauro,
Ebrahimpour, & Nassimbeni, 2016). Common to these initiatives is a growing tendency for the
need for a form of standard and norm (Dashwood, 2020), as many of them face criticism that
they are mere recommendations without internal mechanisms of control and enforceability.
The lack of such mechanisms reduces their value as an instrument of economic management,
on the one hand, and a potential tool for the development of international relations, on the
other (Berliner & Prakash, 2012).

This article focuses on the UNGC because it, firstly, represents the most developed,
overarching form of CSR initiatives, secondly, is a specific case of the diffusion of norms and
standards in an international setting, and thirdly, because it has been the subject of much
criticism. The question then is, what form should the UNGC take to respond to today's complex
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relations, reflecting their dynamics towards the development of international relations,
business, and towards global ethical governance?

1. LITERATURE REVIEW

The UNGC distinguishes four specific areas, i.e., human rights, labour, environment, and
corruption, elaborated in the Ten Principles (van der Lugt, 2017). A significant potential of the
UNGC is its ability to disseminate or support the diffusion of standards internationally and their
localisation locally, even with the possibility that the state acts in the application only as a
secondary actor (Risse & Sikkink, 1999), i.e., its function is to set a pro-competitive playing
field. However, there are increasing situations in which it is impossible to apply international
norms in a national setting in a completely unambiguous way and expect a relevant response
from that setting (Hadden & Seybert, 2016). This problem raises the need for specific
'guidance’ or, better, principles for addressing them. The UNGC Principles do not subsume
legitimate national and international norms, and thus the role of the state and the international
community is still important. However, the importance of the UNGC Principles becomes
apparent precisely when the relevant norms fail in their essential functions, collapse, or do not
even exist (Liu, 2020). An examination of the complexity and intricacy of relationships reveals
in many cases latent tendencies to suppress democratic principles, the rule of law (Bugaric &
Kuhelj, 2018), corrupt behaviour (Kubbe & Engelbert, 2018) or attempts to hide political
power abuses behind a goodwill (Aikaterini, 2020).

A closer examination of the UNGC and its Principles reveals two fundamental areas in which
its application shapes and influences local and global levels with actual or potential actors,
such as companies, non-state and non-governmental agencies, civil society organisations, and
others (Shoji, 2015). The first is the economic-ethical domain. It is at this level of UNGC
application that the basis for the principles of CSR is formed and the actual implementation of
the UNGC Principles is realised. They are intended to have a direct impact on the economic
performance indicators of the firm and its success in competition (Mattera & Ruiz-Morales,
2021). Furthermore, the success of the application and implementation of this level can be
monitored in mandatory annual reports (Communication on Progress - COP), which represent
a form of economic and ethical reporting based on the ability and capacity of companies to
not only apply the UNGC Principles, but also to direct their activities towards CSR
(Bakanauskiené, Bendaraviciené, Juodelyté, & Vveinhardt, 2020).

The second area relates to the UNGC's considerable potential to disseminate standards and
norms in the international environment (Abbott & Snidal, 2000). It can thus be thought as a
specific case of a tool that shapes international political relations, but with significant overlap
into the economic and ethical sphere (Shoji, 2015). In this area, the UNGC should take a form
relevant to contemporary international-political and economic-ethical processes. This
understanding of the UNGC is determinant for the future development of global political and
economic relations and reveals distinct tendencies towards global governance (Haack &
Scherer, 2014). Although the UNGC is primarily directed towards the business environment,
and it is assumed that this environment will subsequently regulate its activities, it is the global
sphere where the coordination of political and economic sectors, and their interests, is
practically feasible. Aligning activities with the general assumptions of ethical, sustainable
development is the task of the global framework, as local levels lack the necessary authority
and oversight (Finnemore & Sikkink, 1998). On the other hand, the actual application process
must occur at the local level due to a higher level of familiarity with the environment and more
effective solutions to specific issues (Hellmiiller, Palmiano, & Pring, 2017).

However, to achieve the desired effect, the economic-ethical and international-political levels
cannot be separated. They should be seen as interrelated or mutually influencing (Deva, 2006).
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This lack of or neglected interconnectedness has led to considerable criticism of the UNGC,
which has failed to live up to expectations and has become another theoretical concept with a
low level of commitment and enforceability (Andrews, 2021). In a critical perspective, the
UNGC has a linear form, i.e., its application is satisfied by a simple implement-apply-report
order (Voegtlin & Pless, 2014). Linearity causes rigidity, making the UNGC static. The static
nature does not allow for forming a dynamic cycle in the direction of applying the UNGC
Principles and thus lacks the development of national, international, and global spheres (Sethi
& Schepers, 2014). The fundamental problem is the one-dimensionality of the UNGC, i.e., the
aspect of time is only considered in the COPs, which only tell whether the stated UNGC Principle
has been achieved or not. Time, as a dynamising variable must reflect the UNGC Principles as
evolving in the context of society's increasing demands for a higher level of socially responsible
behaviour and expresses the evolution or its change (Thérien & Pouliot, 2006). The static,
linear, non-growth form of the UNGC also does not consider the potential for growth in
bindingness.

Although considerable research has already been conducted on the application of the UNGC
and its Principles, the lack of a dynamic concept and its application, specifically in the
international environment, or the impact of the UNGC Principles on the corporate one (primarily
on economic indicators) and their backward projection, has led to a widespread rejection. But
its significance as a suitable tool for the application of ethical management standards, and the
consideration of its application in the field of global governance is undeniable (Schembera,
2018). Therefore, this paper proposes a new view of the UNGC as a dynamic model, more
precisely a Dynamic Cyclical Spiral Evolutionary Model (DCSE), which represents an original
deepening of the CSR theme and contribution to the global governance theme, addressing the
issue of the diffusion of standards in the (inter-)national business and political environment,
their localisation and application in the local environment, and its subsequent response (Park,
2006).

2. METHODOLOGY

A methodological approach used to formulate the DCSE, which also provides the structure of
the paper, is as follows:

1. The UNGC and the binary hard law — soft law problem.

2. Subsidiarity as a local response to localised standards towards the sustainable development
of economic and political environment.

3. Translation and validation as a modus operandi in finding an inherent local context and
cyclical contextualisation as mode of generalising local everyday practices and experiences.

4. The Dynamic Cyclical Spiral Evolutionary Model as a dynamic response of business
environment to commitment to the need of sustainable management and development of both
local and global society.

3. RESULTS AND DISCUSSION

Pursuing sustainable development, economically, politically, and personally necessarily
presupposes active public, scientific communities, and governments participation, both locally
and globally. Therefore, all levels need to see society, and its parts, working together towards
the world wealth transformation. The joint effort is directed towards the benefits of individuals,
especially the poorest, and towards the future that ensures a dignified life for all society
members. The UNGC Model aspires to become just a tool to achieve sustainable results.
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Although the UNGC Model aims at the business environment, it is also a specific example of
an initiative that helps disseminate norms and standards and thus influence both the local and
the international environment.

3.1 The square pegs in round holes? The hard law — soft law problem.

The international scientific and economic community considers the UNGC a soft law standard.
The problem with soft law is that it lacks the characteristics of rule precision, obligation and
associated enforceability, and the possibility of delegation to a third party (Abbott & Snidal,
2000). Advocates of soft-law normativity point to its principles as an effective tool in situations
where hard law norms cannot be developed, or their application is impossible (Backer, 2016).
But if the UNGC Principles are examined more closely, it is found that they are underpinned
by documents that the international community considers credible, accountable, internationally
recognised, and, above all, binding, i.e., a form of hard law. Although the UNGC can claim this
form, it does not do so because of the basic premise and, at the same time, the weakness
highlighted by many critics of the Model, voluntariness (Sethi & Schepers, 2014).

The UNGC has a unique position in the binary hard law — soft law problem normative systems.
A natural actor implementing norms and standards is a state. Although the state's position is
undeniable, the UNCG Principles implementation and application processes bypass the state
to a certain extent, leaving it only a primary, business environment setting function (see Ch.
3.4). Therefore, in standard creating and disseminating processes, businesses and other non-
state actors assume an active role in challenging claims of voluntariness. By contesting the
nature of the UNGC, the awareness of bindingness comes to the fore and understanding of
the UNGC Principles changes from a mere recommendation to a standard with an enforceability
system (COPs supported by and linked with GRI G4).

3.2 Norms and standards should be respected; Voices must be heard.

In dissemination, implementation and application of standards, the recipient is in a subordinate
position, only having a few means of responding to a hegemonic relationship, receiving pre-
defined behaviour. This process called localisation "represents, through discourse, framing,
grafting, and cultural selection, the adoption of foreign ideas by local actors, resulting in the
recipient developing considerable conformity to local practices and beliefs" (Acharya, 2011, p.
97). The UNGC localisation process represents the formal contractual commitment of an actor
to the UNGC Principles and the other signatories and seeks to address the dual problem
associated with localisation. First, it does not ignore the existence of valuable local norms,
standards, or codes and uses hard law tools, especially coercion. The UNGC's soft law approach
uses more cooperation than command. Second, a positive attitude towards local horms and
standards allows the UNCG to recognise the local context. Those two features organically lead
to a subsidiarity process that is defined as "the process through which local actors make rules
intending to preserve their autonomy in the face of domination, neglect, violation or abuse by
a stronger power" (Ibid.). Precisely, when applying the UNGC Principles, subsidiarity mirrors
efforts of local actors to respond meaningfully to the demands given to them as appropriate,
with the potential for future development and thus competitive advantage (Ibid., p. 98, 116).

3.3 Towards a comprehensive understanding — translation and validation cycle.

When implementing the UNGC Principles, the original meaning is to be transferred to a local
environment. It is a complex translation process (Benjamin, 1977, pp. 58-59) of finding one s
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language, finding congruence between different contexts and normative efforts that are
beneficial for both local and international environment. Translations are developed in
translation chains presenting an interface linking different actors in different contexts (formal
— public/government, habitual — public/business, cultural — public/academia). Here the UNGC
Principles come into a conflict with local background knowledge (Taylor, 1997, p. 167)
incorporating decomposed domestic normative pre-existing context (language, symbols, ideas)
subsequently reconstructed into comprehensive, understandable categories. It is a way to
"ensure that the new mutual understanding is accepted by all actors and communicated
through an inclusive dialogue that takes the specific form of a multi-layered dialogue" (Laden
& Owen, 2007, p. 19).

The search for meaning is a crucial step in finding understanding, nevertheless, conflicts that
arise in translation chains make an actual adaptation challenging (risk of rejection,
misunderstanding) and expensive (implementation costs). But conflicts, as inevitable, reveal
two needed processes, i.e., contestation and validation. Wiener (2017, p. 716) argues that the
essence of contestation and validation is to achieve relationships that involve different, actively
performing levels of society and create normative grids ensuring verification. Grids are divided
into separate localia that represent various combinations of cultural contexts, including
language, symbols, ideas, contain normative orders, and constitute a normative reality in which
a three-step-cycle of formal, social, and cultural validation is revealed.

Formal validation involves key actors of expert teams from both governmental and non-
governmental organisations discussing the UNGC Principles and the conditions under which
they will be valid and their capturing in international declarations or treaties (Shoji, 2015, pp.
29-46). Social validation emphasises the requirements that are created by interactions in the
social environment. Cultural validation expresses individual expectations mediated by
individually attained background knowledge. It is assumed that this knowledge, acquired
through practice at the appropriate management levels, corresponds to reality, is best
achievable and represents a critical stage for the UNGC implementation. In essence, it
expresses the practical application of the principle of subsidiarity.

After the validation cycle has been completed, it is possible to compare each localia, identify
common and different features, and form homogeneous entities. In the UNGC practice, these
units are local networks, i.e., spaces for the transfer of information, experience, and knowledge
where standards are designed, developed, their practicality discussed. Moreover, local
networks are independent, self-governed, and self-managed entities with a direct influence on
local environment, enabling significant synergistic effect in achieving desired economic results.
In doing so, the UNGC Principles respond to the demands of a complex world and help in
shaping the relating business (primary) and global (secondary) environments (Ali, 2021).

Although the cyclical process allows actors to take the position of an active recipient in line
with localisation, subsidiarity, and validation processes, the cycle itself resembles a high degree
of stativity. This stativity, anchored in normative orders, does not allow the development of
the UNGC Principles understanding in terms of evolution but holds them only as obligations to
be fulfilled.

3.4 From a cycle to an evolution: The UNGC Model as a Dynamic Cyclical Spiral
Evolutionary Model.

The idea of the evolution of the UNGC Principles represents a new, specific view. Several vital
elements can be observed. Firstly, the DCSE assumes a different involvement of the state in
implementing and applying the UNGC Principles. The state is an important actor but is more
of a mediator, whose primary role is to help specify conditions under which business activity

71
https://doi.org/10.18267/pr.2022.kre.2454.7



can be freely conducted, and such can be bypassed to a certain extent. Moreover, it is
increasingly evident that the UNGC Principles arise from the need to regulate an environment
that is often, to some extent, for the state inaccessible, whether because of its lack of political
or economic power (Liu, 2020).

Effective regulation involves two seemingly incompatible conditions. In the context of
implementing and applying the UNGC Principles, specific and general do not represent
opposites. Instead, they are organically linked areas where one (specific) sets the stage for
the other (general) and vice-versa. Moving from the specific to the general is accomplished
through generalisation, which allows specific principles or ethical standards (codes) to be
grasped and transferred to a higher, international level, as with the UNGC Model.

Translating a specific practice to a general level presupposes a fundamental process that can
be defined as reverse translation (secondary, i.e., in relation to direct translation in the original
top-down direction). Its essence lies in searching for definitions that will be widely acceptable
and applicable in different fields from an international perspective. Nevertheless, these
definitions must remain sufficiently general to be formally, socially, and culturally validated by
their retrospective application to the local (specific) environment (Berger, 2017, pp. 615-620).
Therefore, the top-down and bottom-up (reverse) translation processes create specific UNGC
translation chains (Voegtlin & Pless, 2014), in which ideas and thoughts are communicated
within the local network to reach a consensus through various negotiations. In this process,
businesses take impulses from their environment and translate them with the help of
translation chains using specific (generalising) linguistic forms and symbols so that the
international environment can contest them, accept them as valid, or reject them.

The purpose of reverse translation is to gain international legitimacy and recognition. After
generalisation and the definition of general principles, the expert interface (translation chains)
helps anchor these in legitimate structures and documents that express generally binding and
enforceable commitments. Despite the problem of enforceability, this mode of binding is the
most suitable because it allows the necessary flexibility for all involved parties. This stage of
the UNGC resembles a great deal of dynamism, leading to an evolutionary process
transforming the UNCG in DCSE Model. The idea of evolution is manifested predominantly in
a local environment, i.e., in a specific business or organisation. Here, the mandatory COPs
reveal the obligation to conform to the UNGC Principles because of a commitment to the UNGC,
on the one hand, and evolution, on the other, as a long-term UNCG Principles practical
rationalisation and operationalisation are expressed (Hellmdiller, Palmiano, & Pring, 2017).

The cycle of an evolution process essence lies in four key areas (see Fig. 1). 1) The local
environment adapts its activities to the agreed requirements of the internationally recognised
standard set by the UNGC. Thus, the level of accountability is in the immediate environment
in which it operates increased directly (Gilbert, Rasche, & Waddock, 2011). The economic,
socio-cultural, and normative perspectives, including the basic knowledge, shape the
understanding of transformational processes towards realising a sustainable ethical-economic
and political environment.

2) The speed with which the UNGC Model has begun to be accepted by a broad audience of
actors and the subsequent reflection of the scientific community shows an enormous potential
for developing the topic of CSR. The fact that a 10th Principle, the fight against corruption,
has been added to the existing nine Principles (UN General Assembly, 2003), based on the
demands of the business community, and the proposal to introduce the 11th Principle to
address money laundering, confirms the evolution and dynamism of the Model (Rose, 2020).
However, the idea of the evolution goes beyond simply adding more possible principles to
encompass and address as many issues as possible. The potential lies in how individual UNGC
signatories broaden and deepen their understanding of the UNGC Principles and become more
responsible. Increasing levels of understanding and deepening application of the UNGC
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Principles are reflected in the commitment to mandatory annual reporting (COP), shaping DCSE
into a learning model (Haack & Scherer, 2014).

3) At the local level, the company faces two factors. First, the local environment consists of
the government, the public, the scientific community (academia), and other enterprises, either
in partnership or competition (local market environment). The government acts as a creator
of the conditions for a free-market environment and as its regulator. Unless necessary, it is
not expected to enter more actively into this environment. The public reacts to business
activity, to the positive or negative impacts on the environment. Scientific communities create
or develop concepts of entrepreneurship, helping, based on professional activity, to solve the
problems faced by the enterprise in the interconnected areas of economics, ecology, human
resources, and others, as they address the ethical dilemma, the leadership dilemma, the
management dilemma, the local-global dilemma, and the dilemma of everyday practice
(Fussler, Cramer, & Van der Vegt, 2017, p. 19). Second, the international environment
operating in the local environment is represented by the UNGC Model initiative Principles. The
local and the international levels act on the individual enterprise simultaneously, creating a
specific environment in which evolutions can be observed.

The actual evolutionary process fundamentally starts at the local level. The company is
confronted with the local environment and the requirements of socially sustainable business
as expressed in the UNGC Principles. Based on reflection on the stimuli of both environments
and a deeper consideration of the enterprise's position within and contribution to these
environments, an idea is formulated that either develop the current understanding or bring a
new perspective to a particular feature of the applied and implemented UNGC Principles. This
cycle step imposes both economic and personnel costs on enterprises. Next, the formulated
idea enters the specific environment of the translation chain. Here it is translated in the process
of reverse translation, a process that allows for the generalisation of a specific idea, as
described above. If the idea is accepted and its generalisation is successful, it can also be
accepted at the transnational level. This process leads to the actual expansion of the UNGC
Model in terms of understanding and an additional expansion of the number of Principles (see
Principle 10). In essence, this is an application of the principle of subsidiarity.

In the second phase of the cycle, the process returns inversely to the local environment.
Through the vernacularisation process, the requirements of the UNGC Principles are translated
in the translation chain and, if accepted, implemented. This phase represents an adapted
localisation process where the binary contradiction of hard-soft law is overcome, and the
necessary correspondence between mandatory and voluntary is found. The cyclical process
thus ceases to be one-dimensional. Nevertheless, since it can be essentially infinite, depending
only on the costs that businesses are willing to incur and the quality of the scientific base
dedicated to business in the context of responsible management and sustainable development,
it takes on the form of a spiral, thus turning the static UNGC Model into a two-dimensional
dynamic one.

4) The evolutionary process facilitates the signatories of the UNGC to participate in the
normative process (Finnemore & Sikkink, 1998, pp. 887-890), which is recognised and
anchored in various international and UN documents and treatises. The DCSE fully incorporated
in business practice becomes a specific tool for, first, achieving a competitive advantage and
so potential higher yields, second, creating and disseminating standards and norms at the
lowest, subsidiary level, and finally, a tool fundamentally forming a pre-requisite for an
advanced global governance system (Abbott & Snidal, 2000).
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Fig. 1 Cycle in a DCSE Model

Acceptance, extension ﬁ UNGC ﬁ Sustainable
Development

Translation Chain (Expert Teams)

Generalisation Vernacularisation
Acceptance Rejection Acceptance Rejection
Reverse Translation Specification

Idea L Business A Implementation

Government Public  Academia

Source: Author.

CONCLUSION

This paper has introduced a new view on the UNGC. For the UNGC to be relevant and
responsive to today’s complex relationships, it must take the DCSE form, which ceases to be
static and becomes a dynamic one. Through building concepts, i.e., localisation and
subsidiarity, vernacularisation and contestation, a translation chain is opened in which a multi-
layered dialogue is enabled amongst local businesses, academia and international (non-)
governmental actors. Such a dialogue is necessary for local actors to cease being passive
recipients but actively engage in negotiation processes.

The new presented DCSE Model differs in several crucial features. First, the study has raised
an important question about the nature of a state in the UNGC Principles application and
implementation processes. As the state is seen as only a mediator, his role lies in defining the
UNGC Principles” favourable environment that helps achieve sustainable business results.
Second, the DCSE assumes effective regulation based on knowledge of the specific and the
general and their interplay, which requires a considerable understanding of the nature of the
UNGC Principles and their potential. Third, the DCSE leads to a higher level of responsibility
due to the active participation of the lowest levels of the business environment. The primary
action in understanding the necessity of such a Model and shaping the Model towards a
sustainable business environment lies in interlinking economic, socio-cultural, and normative
perspectives. Fourth, in active participation, a considerable learning dynamism is manifested.
Due to the evolutionary idea the DCSE becomes a learning platform for local networks. Fifth,
the evolutionary process enables deepening the UNGC Principles understanding. This idea is
not expressed solely in adding new Principles but in understanding that the DCSE presents a
comparative advantage leading to higher sustainable business results. Finally, the DCSE
evolutionary process changes individual layers of a local and global society while creating a
pre-requisite for a global governance system.
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Nevertheless, the validity of the assumptions about the DCSE will have to be proven by further
study, especially into the mandatory reporting of the COPs and the local networks that
influence the different levels of the UNGC Principles implementation.
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Abstract: The importance of long-term care (LTC), in terms of costs and demand, continues
to grow in Slovakia and Germany. This is a direct consequence of demographic changes. The
two countries are under pressure to find solutions to finance LTC. This paper aims to contribute
to the acquisition of more knowledge about LTC financial systems within the EU and, in
particular, to present how the financial risk of LTC dependency is covered in Slovakia and
Germany. The paper organizes existing literature on organization and financing of LTC and
uses it to analyze as well as to compare the economic, policy and behavioral forces that
underpin the observed equilibrium. The Slovak and German LTC systems share a high degree
of family-based and informal service provision. The emphasis is not placed on the actual needs
of the care recipient, but rather on minimizing the public expenditures. It seems that a mixed
financing system based on private payments with public subsidies is the path they have chosen
in covering the financial risk of LTC.
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INTRODUCTION

Long-term care (LTC) is defined as a range of services and supports for people who, as a result
of mental and/or physical fragility and/or disability (Social Protection Committee, 2014),
require assistance in the instrumental- and/or activities of daily living for an extended period
of time (Costa-Font, Courbage & Zweifel, 2017). The declining relative size of the working-age
population, decreasing family-based care supply due to higher female labor force participation,
and reducing family size will drive up the demand and cost of LTC in the coming decades
(Costa-Font & Courbage, 2012). In recognition of these factors, there is growing concern in
Europe that the current mechanisms for financing LTC will not be sufficient to adequately
protect people from the risk of needing LTC (Comas-Herrera et al. 2003). Since many European
countries are facing this challenge, it is worthwhile to take a look abroad in order to identify
different models in the area of care and generate possible starting points for improvements.
In this article, the regulatory and financial framework as well as the basic structure for
provision of LTC in the German and Slovak care systems is described. The incentives associated
with respective regulatory structures are theoretically explained and the findings are discussed.
The aim of this article is to compare the German and Slovak LTC systems in terms of their
regulatory, financing and benefits structure (Jacobs et al. 2020) and to make a statement
about the sustainability of LTC financing.

1. COUNTRY PROFILES

For the European comparison two countries were selected which take a different approach to
the financing structure of the LTC system and are associated with a different welfare model.
The objective of this chapter is to provide a comprehensive overview of the current state of
LTC systems in Germany and the Slovak Republic.
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1.1 Germany

On 1 January 1995, the fifth pillar of the social security system in Germany created a LTC
insurance (Heintze, 2015). It is intended to cover the financial risk of the need for care (Kimmel
& Breuninger, 2016). Unlike in most European countries this marked the beginning of a process
of de-communalisation. LTC insurance is regulated at the national level. This includes above
all the determination of the degree of care and the type and amount of care services. Carriers
of the social care insurance (SCI) are the LTC insurance funds. They are financed within the
federal legal framework at state level by means of contracts between the LTC insurance funds
and the providers of social services (Auth, 2012). They negotiate the compensation rates and
other contractual provisions. The national regulatory system with a market orientation should
ensure greater social justice and consumer choice. The responsibility is transferred to the lower
levels of both state and private actors (Nadash, Doty & van Schwanenfliigel, 2018). LTC
insurance is an addition to the health system. Since 2009, it is compulsory for every citizen to
join LTC insurance. The principle is that the LTC insurance follows the health insurance.
Accordingly, members of the statutory health insurance scheme must be compulsorily insured
within the framework of the SCI and all members of private health insurance are covered by
private care insurance (PCI).

Care benefits

All persons in need of care, regardless of their age, are entitled to benefits from the SCI
(Gerlinger, 2018). The benefits are flat-rate and do not vary according to income or assets
(Nadash, Doty & van Schwanenfliigel, 2018). An independent medical service of the German
health insurance funds determines whether the need for LTC exists and at what level (Heintze,
2015). The granting of the LTC allowance depends on the level of care assessed and the care
measures taken (at home or in a retirement home). Independent of the care level, support
services for prevention and rehabilitation can be granted. These are given priority over all
other care benefits, just as home care has priority over institutional care (Gerlinger, 2018). As
of 2022, strong incentives will be provided for the expansion of short-term care services due
to the passage of the Health Care Expansion Act
(Gesundheitsversorgungsweiterentwicklungsgesetz, = GVWG)  (Bundesministerium  flr
Gesundheit, 2021). The benefits from SCI do not differ between regions and are unlimited in
time (Gerlinger, 2018). In Germany there are three different arrangements that a person in
need of LTC can choose from: Cash benefits or benefits in kind such as home care and
institutional care (Schmahl, Augurzky & Mennicken, 2014). There has been no increase in
benefits since the introduction of LTC insurance until 2008. Benefits were only adjusted
inconsistently and irregularly thereafter (Rothgang & Miiller, 2021).

In 2019, a total of 4.1 million people were entitled to receive benefits from SCI. Of these about
818,000 (20%) persons received benefits for inpatient care. At home 3,3 million (80%) people
in need of LTC were cared for. A combination of outpatient care benefits and cash allowance
was paid to 983,000 (24%) people. The remaining 2.3 million dependent people received only
cash benefits which meant that they had to look after their own care provision (Statistisches
Bundesamt, 2020). In Germany, the relatives of those in need of care are the main service
providers (Rothgang & Miiller, 2018). In 2019, 56% of all people in need of care will be cared
for without the involvement of external care services. This resulted in about 2.3 million informal
main caregivers in 2019. In addition to these, there are often other people who look after
those in need of care (Statistisches Bundesamt, 2020). According to a study conducted in
2017, 59% of people in need of care in private households stated that they receive help from
two or more people. This means that the number of people involved in home care is at least
twice as many as 2.3 million informal main caregivers. Germany's largest care service thus
consists of the informal care workers (Rothgang & Milller, 2018). LTC insurance requires that
a large proportion of the care work is self-financed and privately provided. Thus, Germany
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relies on subsidiarity: the state only provides what the lowest level, in this case the family,
cannot afford (Kesselheim et al. 2013).

Funding

The LTC insurance is based on the structure of the statutory health insurance. One major
difference, however, is that it is only partially comprehensive insurance. As a rule, persons in
need of nursing care have to make additional payments (Auth, 2012). Thus, the SCI already
bears only just under half of the actual costs of the need for LTC with a downward trend. The
remaining amount is borne privately by those in need of LTC. Those who cannot afford the
additional payments are entitled to social assistance under the "Help for Care" scheme (Breyer,
2016). Social assistance is financed through national tax revenues. However, this component
plays only a minor role in the funding of publicly financed care services (BMASGK, 2020). In
Germany, the most important sources of financing are the SCI, social welfare and private
equity (Rothgang & Miiller, 2018). In 2019, 89% of the German population is covered
mandatory under the SCI. The remaining 11% of citizens are obliged to purchase a mandatory
PCI (to supplement their private health insurance) (Bundesministerium flir Gesundheit, 2021).
Premiums have risen since the SCI was founded. Most recently, on January 1, 2019, the
premium rates were increased by 0.5 points to 3.05% of the gross income (Bundeministerium
flir Gesundheit, 2018) and for childless persons, the premium was increased by 0.1 percentage
points in 2022 (Bundesministerium flir Gesundheit, 2021). Employers pay one half, while after
retirement the insured pays the full premium (Nadash, Doty & von Schwanenflligel, 2018). As
of the age of 23, childless persons must pay a surcharge of 0.26 percentage points from their
income, to be paid by them solely. PCI charge premiums regardless of the income of the
insured. All employees who are privately insured receive a subsidy from their employer in the
amount that would be charged if they were members of the SCI (Heintze, 2015). In Germany,
LTC is mainly financed by the SCI. The income of the SCI is almost exclusively generated by
contributions, which are paid on a pay-as-you-go basis (Rothgang et al. 2014). The PCI
operates on the basis of the projected unit cost method. Under this method, age-related
provisions are set up for the expected future need for care. In the event of needing nursing
care and outpatient services are used, the principle of cost reimbursement applies to the PCI
and the principle of benefits in kind to the SCI (Heintze, 2015). In 2019, 86.7% of total public
expenditure on LTC was covered by the SCI. A further 8% of this expenditure is covered by
social welfare. In contrast, the share of public spending, borne by the PCI with a quota of
2.6%, war victims' benefits with a quota of 0.1% and civil servants' allowances with a quota
of 1.3%, is relatively small. Overall, these sources of funding accounted for 76.9% of total LTC
expenditure. The SCI is thus the most important funding source and at the same time covers
only 66.7% of the costs incurred. Another 23.1% of total LTC expenditure was privately
financed in 2019 (Rothgang & Miiller, 2021). However, this figure does not take into account
the opportunity costs of family care nor the privately funded costs for board, lodging and
investment allowance in nursing homes. The partial insurance character of the LTC system is
therefore very clear (Rothgang & Miller, 2018).

LTC insurance contains a number of birth defects that still have an impact today and are
shaping current reform projects and debates. These include the dual system of SCI and PCI
(Rothgang et al. 2014). In 2016, the average per capita expenditure from public sources for
a PCI person (plus those entitled to subsidies) was € 168 and € 393 per SCI person. This
corresponds to about 42% of the expenditures of the SCI for a PCI person (Rothgang & Miller,
2018). These result in a disadvantage for those insured under the SCI. An integrated LTC
insurance system comprising the entire population would be the easiest way to compensate
for the unequal distribution of risks (Rothgang, Miiller & Unger, 2013). The concept of advance
financing through a demographic reserve fund was enabled in 2015 with the establishment of
the LTC provision fund (Nadash, Doty & von Schwanenfliigel, 2018). Currently, 0.1% of the
SCI contributions per year are invested in this fund. The aim is to pay into this fund by 2034.
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Thereafter, the paid-in funds plus interest will be added to the contributions to finance
expenditure (Nadash, Doty & von Schwanenfliigel, 2018). The LTC provision fund has been
the subject of considerable criticism. The Deutsche Bundesbank concedes that it is not possible
to protect these reserves from future access by the finance minister, so there are doubts that
this fund is really secure. On the other hand, the fund is so small that a relief of 0.1 contribution
rate points is inevitable in the period from 2035 to 2045, when the contribution rate is likely
to be closer to 4 contribution rate points. In addition, the fund is not sustainable. This is
because it will be exhausted precisely when the highest number of people in need of LTC will
probably be reached at the end of 2050 (Rothgang et al. 2014). In 2022, a fixed annual federal
subsidy of €1 million was approved by the German Health Care Expansion Act
(Gesundheitsversorgungsweiterentwicklungsgesetz - GVWG). Its purpose is to help finance
expenditures in SCI (Bundesministerium fiir Gesundheit, 2021).

Recent policy reforms aim to address one of the program’s core problems: the financial
sustainability of SCI in view of an ageing population. However, it remains to be seen what the
long-term impact of this will be, given the unpredictability of demographic change and future
care needs and the adequacy (or otherwise) of funding reforms (Nadash, Doty & von
Schwanenfligel, 2018).

1.2 Slovak Republic

The LTC system in Slovakia can be characterized by family orientation, residualism, welfare
orientation, and a comparatively low level of service provision (Costa-Font & Courbage, 2012).
LTC is not regulated in a legally separate social insurance (Golinowska & Sowa, 2013) and
does not consist of a unified social and health care system (Social Protection Committee, 2014).
The responsibility for legislative and oversight of LTC is divided between two bodies - the
Ministry of Labor, Social Affairs and Family (MoLASF) and the Ministry of Health (MoH)
(Nadazdyova et al. 2013). Individual benefits are covered by multiple regulations and laws
(Radvansky & Palenik, 2010), which address different conditions and/or risks, including old
age, invalidity, social security, and health care (Social Protection Committee, 2014). Health
care is legally and formally provided by the state, while social care (including care for the
elderly, disabled or chronically ill) is partially provided by the state, regions, non-profit and
private institutions. The MoLSAF is in charge of determining national strategy and supervising
providers of social services. The role of municipalities is to provide LTC. They bear responsibility
over social services in terms of developing municipal plans, defining a local policy, contracting
with service providers, and even determining contributions. The MoH is responsible for medical
services and defines the national strategy in the medical field (Radvansky & Palenik, 2010).
Social care is separate from health care. They are insufficiently aligned, as LTC is only partially
provided in both systems. Thus, an integrated model of care is not in place (Smatana et al.
2016).

Care benefits

The Slovak legislation does not contain a definition of LTC (Lamura et al. 2014). Eligibility
criteria for social benefits is defined differently within each of the various welfare sectors
(MISSOC, 2020). As a result, social protection may differ significantly for people with similar
health problems (MoF SR & MoH SR, 2019). Access to state LTC benefits is based on an
assessment of the applicant's personal situation (Gerbery & Rastislav, 2018). Based on the
outcome of the assessment, the amount as well as the type of care required and thereby the
benefits granted are determined (Schulz & Geyer, 2014). In Slovakia, both benefits in kind and
cash benefits are available. There is a free choice of services and providers. During the receipt
of benefits in kind, the person in need of LTC is obliged to contribute to the costs. In an
inpatient care facility, the costs incurred must be paid by the recipient according to his income,
up to 25% of the subsistence level per month. For home care services, the recipient must at
least maintain 165% of the subsistence income (MISSOC, 2020). Eligibility for cash benefits is

81
https://doi.org/10.18267/pr.2022.kre.2454.8



means-tested (European Commission, 2019). The granting of cash benefits is limited from two
sides. It is limited according to the income of the person in need of care (means testing) and
to the earned income of the caregiver (Gerbery & Rastislav, 2018). Moreover, social care
services offer different financial compensations for the disabled. These include cash benefits
to assist with mobility, communication, and orientation (Smatana et al. 2016).

From a historical perspective, the provision of inpatient care was the main and often the only
public response to LTC in Slovakia. Given the lack of alternative care arrangements outside
the family, inpatient care remains an important alternative even today when informal care
networks are not available (Osterle, 2010). This is also confirmed by Eurostat data: In 2014,
only 1.3% of the population reported using home care services, compared to a total of 4% for
the EU average (Gerbery & Rastislav, 2018). The strategy for deinstitutionalizing social services
and strengthening care, adopted by government resolution at the end of 2011, provides for a
systematic transition from institutional to community-based care (European Commission,
2019). Services provided by the healthcare sector for LTC are found in the inpatient sector (in
special facilities and in departments of general hospitals) as well as in the outpatient sector
(Costa-Font & Courbage, 2012). Currently, inpatient follow-up care capacity in Slovakia is
insufficient, resulting in redundant readmissions (MoF SR & MoH SR, 2019). It is estimated
that more than 20% of inpatient hospitalizations in Slovakia are "ambulatory care-dependent,"
meaning that they are preventable and could potentially be treated in ambulatory care facilities
(Kuenzel & Solanic, 2018). In 2019, the government passed an amendment to the Health Care
Act. According to it, inpatient follow-up care capacity is to be increased (MoF SR & MoH SR,
2019), by transforming acute care beds into LTC beds (Kuenzel & Solani¢, 2018). The lack of
capacity in home care leads to long waiting lists for places in social inpatient care (OECD,
2017). The number of people on waiting lists in nursing homes for the elderly and in specialized
facilities exceeds the number of available places by 30% (MoF SR & MoH SR, 2019). Demand
for LTC has increased significantly, but the system still relies on informal caregivers (Smatana
et al. 2016). Most services (about 60%) are provided through informal home care (OECD,
2017). The shortage of formal care capacities is replaced by informal caregivers. This form of
care is not sufficiently supported in Slovakia. In 2018, 54,700 people received financial
compensation for providing care to a person in need of LTC, which amounts to an average of
€215 per month for one person in need of care. According to the AOPP survey, 71% of
respondents reported taking care of their relatives themselves. Of these, only 20% were
entitled to care benefits (MoF SR & MoH SR, 2019).

Funding

In the Slovak Republic, a mixed financing system for LTC is in place. It is financed from two
public sources, depending on the type of service provided (Osterle, 2010). The medical LTC
component is financed through the statutory health insurance (Nadazdyova et al. 2013).
Thereby the regulations of the social insurance apply (Osterle, 2010). Health-related services
are fully reimbursed by the health insurance company. No additional co-payments are charged
for home nursing. The social LTC component is financed through taxes (Radvansky & Palenik,
2010). Social welfare principles are applied in this scheme (Osterle, 2010). Social services,
such as formal LTC services and cash benefits, are provided by several tax sources. The in-
kind services are financed by the regional municipalities through local taxes and (Nadazdyova
et al. 2013) cash benefits are provided through the state’s central budget (Giorno &
Londakova, 2017). Health and social insurance are mandatory in Slovakia. Contributions to
health insurance are shared by the employee and the employer (Radvansky & Palenik, 2010).

The Slovak LTC system suffers from chronic funding problems which have worsened under the
influence of the economic crisis which began in 2009 and budget restrictions imposed by
regional authorities. These difficulties forced the central government to intervene in the social
sector with occasional bailouts to prevent the closure of several care centers (OECD, 2017).
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As a result, an amendment to the law came into force on March 1st, 2012, determining a direct
state participation in the financing of certain types of social services (mostly LTC) (European
Commission, 2019). At present, social services are partially subsidized through the state’s
central budget (Nadazdyova et al. 2013). Both sectors are under budgetary pressure, which
not only increases financial stress within the segments, but also creates incentives for
stakeholders to shift responsibilities and costs to other sectors (Osterle, 2010). Beneficiaries
of social LTC services were asked to contribute directly to its financing, which created social
tensions given the low-level of pensions (OECD, 2017). Public funding covers around two-
thirds of expenditure. About one-third is supplemented by private co-payments from
recipients. This applies to both institutional and home care (Radvansky & Palenik, 2010). On
average, private co-payments amount to €320-350 per month (Smatana et al. 2016). All social
services, with a few exceptions such as counseling services and social rehabilitation, are
subject to cost-sharing (Nadazdyova et al. 2013).

Public spending on LTC in 2016 amounted to 0.9% of the country’s GDP, therefore lying
considerably below the EU average of 1.6% (European Commission, 2019). The spending level
of the health- and social care sector is relatively low compared to the EU average. Therefore,
it is not surprising that LTC funding from the modest resources of both sectors is low. In
Slovakia, the structure of spending on LTC services is diverse and volatile. A comprehensive
evaluation of LTC expenditures requires numerous estimations, as the amount of spending on
LTC services is not distinguished (reported separately) in either the health or social sectors.
This complicates the breakdown of financial data for LTC and demonstrates that the sector is
still in a developing state (Golinowska & Sowa, 2013).

The fragmented organization of the LTC system makes it difficult for beneficiaries to access
and use. The multiple channels for assistance administered by different agencies make the
system non-transparent and difficult for users to navigate. The bureaucracy involved in
assessing the need for care is burdensome, and the various types of assistance are poorly
coordinated (Giorno & Londakova, 2017). The social care sector is considered an appropriate
context for the provision of LTC, but the relevant infrastructure in this sector is far from
sufficiently developed (Costa-Font & Courbage, 2012). There is a lack of home-based care
capacity and the few existing nursing homes are considered inadequate due to low personnel
resources. This is mainly due to the lack of funding (Smatana et al. 2016). The Slovak Republic
presents a family-based LTC system with a social security system in the process of being
established (Schulz & Geyer, 2014).

2. DISCUSSION

The countries of Germany and Slovakia have developed their own systems in accordance with
social traditions, their cultures and the financial means available. Germany has created a
universal social insurance system based on the Bismarck model and introduced a LTC
insurance. In Slovakia, as a former socialist country, LTC is not regulated in any uniform
system. It is still strongly rooted in the health care system, has a high institutionalization
degree and is in the process of establishing a social sector. The design of the two LTC systems
is largely determined by the underlying welfare state model and thereby strongly influenced
by social norms as well as legal regulations. Consequently, there is great heterogeneity in the
design of LTC systems. For the two European countries, they can be assigned to two
organizational and financing models of LTC.

Two models can be identified in the area of organizational structure: All responsibilities are
located on a central level (Germany) in the LTC system or the responsibilities are distributed
among several entities (Slovakia). A centralized LTC system provides uniformity in the service
structure by centrally defined specifications (Jacobs et al. 2020). For example, it specifies a
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universal entitlement for LTC without hindering the access (Heintze, 2015). The German LTC
system has a positive impact on equitable distribution, as it offers little or no incentive to shift
benefits. In Slovakia, LTC services which are not linked to the health care system are designed
differently as a municipal task in each region. This has a negative impact on equitable
distribution. In terms of allocative efficiency, such designed LTC systems require very well-
thought-out regulations to counteract negative effects due to the inherent incentives to shift
from one service sector to another. Unfortunately, this is not the case in the Slovak LTC system.
However, a decentralized LTC system offers the advantage of being sensitive to local
preferences or taking local circumstances into account, which is harder to do in centrally
controlled systems.

In terms of financing the LTC systems, two main models can be derived: First, financing is
primarily provided by social security contributions (=social security model) and second,
financing is provided by a mix of tax and social security funds (=mixed financing model). The
German social insurance model has the following advantages compared to the mixed-financed
Slovak model: There is an assigned care budget, it does not compete for funding with other
public benefits, it has high transparency due to clear responsibilities, it provides security of
entitlement for insured persons, it prevents variation in the provision of benefits, and it is
possible to dynamize contributions. However, the German financing model also has
disadvantages: the financing risk and the entitlement to benefits are limited to certain groups
of people, the link to earned income restricts revenues, and the increased indirect labor costs
resulting in contributions create negative incentives on the labor market (Jacobs et al. 2020).
Slovakia provides LTC services under its health insurance and other social security programs
through a tax-funded LTC system (Costa-Font, Courbage & Swartz, 2014). In these provision
mechanisms, financing originates from the public budget (through central, regional or local
government). The tax revenue collected by the state constitutes the revenue (Rodrigues,
2015). The strengths of tax-based public systems are: Broad tax diversity for revenue
generation, fair resource allocation for horizontal equity, and flexible expansion in times of
high need. The disadvantages of tax-funded LTC systems are: Poor eligibility transparency of
benefits, tax revenues are in direct competition with other uses, and the stability of tax
revenues may vary over the business cycle (BMASGK, 2020).

An LTC model that offers primarily fixed cash benefits creates few, if any, disincentives for
informal caregivers. This would help moderate the increase in public spending on LTC
(Courbage, Montoliu-Montes & Wagner, 2020). Expanding coverage can be done by
developing a partnership. This involves extending the availability of proportional in-kind
benefits (Costa-Font & Zigante, 2020). This type of public benefit provides disincentives for
informal caregivers and could be socially beneficial because it reduces the burden of caregiving
in terms of health and their low labor force participation (Courbage, Montoliu-Montes &
Wagner, 2020). In Germany and Slovakia, social care benefits are currently provided in the
form of cash benefits and benefits in kind. Eligibility for social benefits is subject to a one- to
twofold means test in Slovakia. Entitlements to cash benefits and/or benefits in kind are linked
in both countries to strict bureaucratic regulations for assessing the need of care. In this
context, a narrowed definition of care has the function of keeping the proportion of those in
need of care to a minimum according to the law. In addition, the fragmented organization of
the Slovak LTC system makes access difficult for users (Heintze, 2015). As a result, Slovakia
favors the incentive for informal care and a slowdown in public spending. Germany's latest
reform addresses potential care needs for sustainable financing. With the expansion of benefits
in the area of respite care, the focus is on supporting informal caregivers, and by strengthening
preventive services, the growth in formal care needs should be moderated in the longer term
(Jacobs et al. 2020).

The concept of value for money or cost-effectiveness does not come easy in the social service
sector. Services for LTC present complexities which make it difficult to evaluate efficiency and
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especially in a system comparison. The most obvious way to reduce cost would be to lower
potential dependency and support independent living in an LTC-system (Colombo et al. 2011).
Implementing a value-based service approach would promote coverage of care options that
provide the greatest benefits to dependent people and their informal caregivers at the lowest
cost to the system. It would ensure that resources are not wasted on low-impact services, and
therefore could be an economically dominant strategy in the long run. This suggests a re-
evaluation on which services should be covered in the LTC-System. New technologies (Rapp &
Swartz 2021) and comprehensive information platforms to improve information sharing
(Colombo et al. 2011) as well strengthening preventive services could favor an optimization of
resources (Rapp & Swartz 2021).

CONCLUSION

The importance of LTC, measured in terms of costs and utilization, is growing in both countries.
It is a direct consequence of the ageing population and, in particular, the increasing number
of very old people in the population (Costa-Font & Courbage, 2012), whereby Slovakia is
expected to be slightly more affected than Germany. Despite drastic reforms, the financing of
the German LTC-System is not yet sustainable in the long run. If attempts are made to
maintain the current levels of benefits in the nursing care insurance system, the contribution
rates will have to be increased considerably. In addition to this, there is the fact that the LTC
insurance already covers only just under half of the actual costs of care. Those in need of LTC
who are unable to pay privately for the costs of care have claims on their social welfare
institutions. This amount is likely to increase dramatically in the next few years, as the level of
benefits will probably fall and the many costs will rise disproportionately (Beyer, 2016). It is
expected that there will be an even larger "care deficit" in Slovakia in the next few years. The
nature of the "Slovak care deficit" results from the fact that many elderly people in need of
LTC do not receive any social assistance. However, this is not due to a shortage of local
(national) workforce, but to inadequate funding and efforts to meet LTC needs primarily
through family members (Nadazdyova et al. 2013). The declining relative size of the working-
age population, decreasing family-based care supply due to higher female labor force
participation, and reducing family size will drive up the demand and cost of LTC in the coming
decades. The evidence shows that institutional models do not have much impact when needs
assessments are conducted and countries rely heavily on private cost-sharing to build the
demand for services (Costa-Font & Courbage, 2012). Germany and the Slovak Republic share
a high degree of familiarization and informal service provision. In the case of informal care
provided by relatives, only a small recognition payment known as care allowance is paid. This
assigns care-giving relatives the role of cheap care providers. The main focus is not on the
specific needs of dependent persons, but on keeping public expenditures to a minimum
(Heintze, 2015). It can be summarized that both countries with their family-based care systems
are unable to show sustainable financing for the future challenges. However, the German LTC
system has already started to build up sustainable financing, with concrete measures such as
a possible dynamization of social security contributions and the introduction of a LTC provision
fund (Jacobs et al. 2020).
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Abstract: In the last two years, the global tourism and hospitality industry has experienced
an unprecedented shock from the COVID-19 pandemic. Challenges across different fields in
these industries worldwide became an important topic as well as remote forms of work. This
study aims to investigate and compare what digital nomad policies have been implemented in
twenty-three various countries of the world to attract a legal digital workforce. The author
reviewed countries' nomad visa requirements using official governmental and visa information
and contacted national visa offices where clarification was needed. The findings showed
significant differences in obtaining these visas in the countries that offer these visas. It has
also been shown that the number of countries providing access to these specifically tailored
visas has grown fast in the past two years, and governments are crediting increasing
importance to this significant trend. Additionally, this paper proposes a framework for future
research agenda for the digital nomad form of work and its links to the host country's
international tourism and hospitality industry challenges.
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INTRODUCTION

The global mobile workforce has been rising rapidly in the past years (Ameen et al., 2021).
The quick expansion of digital nomads has been connected with tremendous technological
improvement, including wireless connectivity, ease of travel, and general advancement in
worldwide mobility (Olga, 2020). Nomads who work from home cannot maximize their lifestyle
since they do not have access to other essentials such as social connections and recreational
activities (Orel, 2019). Nowadays, many countries have decided to embrace the spreading
trend of digital work in their economies, thanks to Covid-19. However, the Covid-19 pandemic
saw the intensification of what was referred to as digital nomadism by Makimoto and Manner
(1997) in the last two years. Different professionals are working in the digital space, ranging
from teleworkers to freelancers. For instance, 15.7% of workers worked in digital platforms in
Spain in 2017 (Boavida & Moniz, 2019). While many may consider this concept an impossible
merger between tourism, leisure, and work, it has been there, and many countries support
the idea of digital nomadism. Policies are being formulated to grant travellers visas allowing
them to work from foreign countries and legally contribute to their workforce. This begs the
question, why would many countries support this? The most straightforward answer to this
question would be the economic value digital homads bring to the tourism and hospitality
sectors. It would be wrong to compare digital nomads and "volunteer tourists" because they
work and earn while enjoying their travelling (Jarvis & Peel, 2013). In the majority of cases,
they pay taxes to the host country and tourism fees. The economic importance of this hence
cannot be ignored. This is increasingly important in the times when the possibilities to travel
were seriously disrupted on one side. The majority of the workforce was forced to work from
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their home on the other side. Digital nomads are people who have chosen to utilize the
availability of stable internet connections and advanced technological gadgets such as laptops
and work remotely.

Having observed and realized that several countries such as Bahamas, Brazil, Croatia, Georgia,
Greece, and Spain among others, have started to invest in attracting digital nomadism recently,
this study aims to investigate and compare what digital nomad policies and practices have
been implemented in twenty-three various countries of the world to attract a legal digital
workforce.

1 LITERATURE REVIEW

Many researchers have written and defined digital nomadism or nomads. Although there seems
to be no specific definition, the rationale of the explanations revolves around working on the
internet in foreign countries. According to de Almeida et al. (2021), digital nomadism has
begun to get the significant attention of academic researchers. Despite the economic value of
digital nomadism in tourism, the definition of digital nomads varies from one researcher to the
next (Chevtaeva & Denizci-Guillet, 2021; Olga, 2020; Reichenberger, 2018; Hall et al., 2019).

The mention of the term "digital nomad" to someone triggers different meanings and
understanding depending on the listener's knowledge. The term 'digital nomad' comprises two
words; digital and nomad. The word 'digital' refers to that which is related to electronic
technology, while the word 'nomad' refers to people who move from one place to another or
rather do not stay in one place (Mouratidis, 2018). A digital nomad is a person who chooses a
vocation that allows for international travel, regular breaks from the conventional office
environment, and flexibility in working hours (Nash et al., 2018; Boavida & Moniz, 2019).
Schlagwein (2018) defines digital nomads as a group of professionals who live a traveling
lifestyle and do their work digitally over the internet at the same time. Mancinelli (2020) says
that digital nomads are people who can work from any location in the world because they take
advantage of the fast internet connection and work while traveling around the globe. According
to Richter & Richter (2020), digital nomads give work a new meaning by showing the possibility
of global travel and remote working simultaneously. Digital nomads travel worldwide and stay
in a particular country for a shorter period (Tyutyuryukov & Guseva, 2021). The focal point of
all these definitions by different researchers is that digital nomads use portable computing
technologies to work remotely from any part of the globe.

Digital nomads are characterized as having the behavior of moving from one location to
another and are always found hanging out in areas with stable internet connectivity (Prabawa
& Pertiwi, 2020). There is a typology of various nomads ranging from spiritual nomads, digital
nomads, and corporate nomads. Other researchers like Thompson (2018) further define in
specificity what digital nomads do. Thompson (2018) says that digital nomads specialize in
online marketing, web design, and programming. Green (2020) states that some work as travel
bloggers, online teachers, or lifestyle coaches. While there isn't any established standard that
the three areas of specialization mentioned above are what digital nomads do, this shows just
an example of what working in the digital space may entail.

Although digital nomads need more than just room, source of network, portable devices,
they also require sociability with other coworkers and the ability to find a balance between
time spent doing things for enjoyment and time spent working (Orel, 2019). They spend a
substantial amount of time searching for and researching workplaces appropriate for their
working modes, and they can pay a premium to access these locations (Nash et al., 2018).
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For all digital nomads, the most necessities are a laptop and a workstation with reliable
internet connectivity, both of which may be situated anywhere you choose (Hannonen, 2020
p. 338). In contrast, if you do not have a regular desk, you may find yourself without these
necessities.

Digital nhomads are widespread in European nations such as Croatia, the Czech Republic,
Estonia, Iceland, Germany, and Spain. Different nations have different rules and regulations
in place regarding digital nomad visas. Some may need petitioners to go via an embassy or
bring their application in person to their offices, while others may enable eligible nationals to
apply online (Jarvis & Peel 2013). For example, in Croatia, a remote worker may apply for a
one-year residency visa after arriving, as per their legislation (Waterbury 2014, P. 37). They
are not permitted to give services to Croatian firms during their stay and are not subject to
income tax.

2 METHODOLOGY

This study analysed data from twenty-three countries and their existing digital nomad policies.
Based on the literature review, these countries were randomly selected from those offering
legal possibilities to work for digital nomads. Namely this study includes Australia, Bahamas,
Bali, Barbados, Bermuda, Brazil, Cayman Islands, Croatia, Czech Republic, Dominica, Estonia,
Georgia, Greece, Germany, Hungary, Iceland, Latvia, Malta, Mexico, Portugal, Romania, Spain
and Thailand. The study draws on qualitative methods using secondary data and information
analysis. The data were analysed and compared using official governmental and visa
information, individual national visa offices, and a literature review. A table of studied countries
with implemented visa policies was drafted to make the obtained data visually more
straightforward (Table 1). The author's original intention was also to gather the available data
on the number of nomad visas issued in the studied countries. However, the efforts to obtain
credible data from at least half of the studied countries have unfortunately failed. These data
are not available in most countries up to date.

3 RESULTS AND DISCUSSION

Following the examples of countries that had already implemented digital visa policies, many
countries joined the global trend after the 2020, thanks to Covid-19. In March 2020, the
Bahamas government launched the Extended Access Travel Stay policy, which allowed alien
citizens to study and work in the Bahamas. This policy allowed students and professionals to
freely travel around the 16 islands of the Bahamas as they work remotely (Department of
Immigration, 2020). This policy, however, had a limit of up to one year. Other countries such
as Thailand have visa policies allowing for a longer period compared to the Bahamas' one year.
Thailand introduced the Thailand Elite Visa Program in 2003 to allow tourists, businessmen,
and professionals to stay in the country for longer periods, of up to 10 years. Although digital
nomadism may not have been rampant by then, researchers perceive this as a digital nomad
policy because it allows for travel and leisure and remote working. The Indonesian government
established a tourist destination and digitalization scheme to promote digital nomadism in 2018
in Bali. The program defined various types of nomads, including digital nomads. The
government formulated several visa policies to facilitate this. They included: the first option,
which has 30 days maximum on arrival, the second option, which has 30 to 60 days maximum,
and the third option, which has multiple alternatives to choose from.

The republic of Estonia launched the E-residency visa policy, which allows digital nomads to
work remotely for up to one year (E-residency, 2020). The policy enables one to become an
'electronic resident' of Estonia from its name. This may sound like an awkward term, but it
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primarily refers to individuals staying in Estonia while using electronic means to work for their
employers in foreign countries. The Estonian government enacted this policy to mitigate
tourists' common challenges while working abroad using tourist visas. This move would also
see an increment in revenue collection in Estonia. The Croatian government first issued Croatia
Digital Nomad Visas in January 2021. The visa allows one to work for up to 12 months
(GoVisaFree, 2021). The policy recognizes a digital nomad as an individual who doesn't work
for any company or employer registered under the Croatian government, does not contribute
to the labor market of Croatia, and utilizes communication technology to work (European
Migration Network, 2021). Such individuals, however, are bound to pay taxes to the Croatian
government. Other republics offering digital working visas with a validity period of up to one
year include Barbados, Bermuda, Australia, and Spain. The Global Citizen Concierge Program
was launched in October 2020 in the Cayman Islands to give global citizens a chance to work
there remotely. This program gives one a permit to work for non-Cayman employers while in
the Cayman Islands for up to two years. Some other countries do not have digital nomad visas
per se but allow remote working using valid tourist visas. These include Mexico's 6-month
tourist visa policy, Schengen visa for travel, visit, and tourism in Poland, and applicability of
any passport issued within the last ten years in the Czech Republic. Additionally, other
countries like Portugal do not have any official digital nomad visa policies. Malta has a work
and residency nomad permit policy to allow digital nomadism. Germany and Dominica don't
have any remote working visa policies but have a short-stay visa policy with a maximum of 90
days. Like Germany's policy, Iceland has a Schengen visa policy allowing for a maximum of
180 day working days. Following the same trend, Georgia launched its 'Remote from Georgia'
digital nomad visa policy, which will enable one to work in Georgia for at least 180 days up to
one year remotely. As for Latvia, the draft legislation about digital nomads is still under review
and waiting for approval. Hotels provide a more significant number of main amenities that
make staying in more convenient and enjoyable. Because hotels are considered one of the
most desirable possibilities for digital nomads, there is a current opportunity to promote digital
nomads in the hospitality industry. An online study of 500 digital nomads conducted by FlexJob
indicated that 51 percent prefer to stay in hotels over another lodging such as Airbnb and
hostels (Satterstrom 2019). In addition to staying in a hotel, 16 percent of travelers prefer to
stay in a hostel, and 36 percent prefer to stay in an Airbnb rental (Simon 2017; Tyutyuryukov
& Guseyv, 2021). As a result, it seems that not all digital nomads have the financial wherewithal
to spend the whole length of their voyage in high-end hotels. Consequently, some nomads
prefer to stay in lower-cost accommodations or find a traveling companion to share
expenditures to save money (Nash et al., 2018). Various nomads have a solid connection to
social media platforms (Willment, 2020). They use social media to capture their daily activities
and inspire their followers with the ideal lifestyle they lead. Accordingly, having digital nomads
stay at hotels is considered free marketing since it would promote awareness among other
digital nomads who want to be in the vicinity. Moreover, hotels that provide amenities geared
toward attracting digital nomads do not limit themselves to this market segment but instead
attract other visitors and residents as well; as a result, the hotel may still be able to generate
revenue from market segments other than digital nomads.

The bulk of problems for managers is caused by a lack of awareness of the visitor profile of
their customers. Orel (2019) stated that some of the drawbacks of being a flexible worker
include a lack of vital infrastructure, a loss of social connection, and a lack of emotional support
from colleagues (Hill et al., 2003). Accordingly, hotels can take the initiative to create an online
platform for digital nomads by delivering programs that include activities that are customised
ideally for remote professionals; this will enable them to connect emotionally with one another.
In the future, this will entice digital nomads to identify the hotel that best matches their criteria,
as shown below. Nash et al. (2018) study on digital nomads revealed that media sources fail
to comprehend that nomadic work is significantly reliant on location and technology, which

92
https://doi.org/10.18267/pr.2022.kre.2454.9



may severely restrict this lifestyle. The hotel industry can bridge the gap in this market by
offering various services and providing perfect settings for digital nomads, such as working
areas equipped with desktop PCs. The elimination of the necessity for nomad guests to
separate their lodging from their company office will save them both time and money in the
long run.

The hospitality sector has been renovating its infrastructure in responding to the increase in
digital nomads and their need for co-working space; as a result, the notion of a "coworking"
hotel has been established. Coworking hotels blend working, sleeping, and living areas that
allow visitors to save time by removing the need to travel to and from their destinations. This
proposal proposes a comfortable area for digital nomads to dwell in that contains facilities that
encourage relaxation and leisure time and a workspace for them to do their business. This will
boost production while easing the restricting forces associated with a nomadic existence.
Specifically, this research aims to become more aware of the rising trend of digital nomadism
and how it is continuing to emerge due to technological improvement, especially in more-
developed nations (Green 2020). Nomads need more than just portable equipment and
workspace when it comes to their necessities; they want human connection and leisure time
to operate correctly (Chevtaeva & Denizci-Guillet, 2021). Due to an increase in the number of
digital nomads, the hotel business is seeing increased lucrative chances to leverage. Therefore,
the coworking hotel idea drives competitiveness within the sector since it addresses physical
and emotional demands in a single place, promoting and enriching this way of life and
encouraging others to do the same. In the end, this study will be enhanced further by critically
assessing how hotels may gain a competitive edge by attracting digital nomads and by offering
measures that can boost the number of nomad guests to their facilities (Yang et al., 2019).
Aside from that, more study into the different sorts of digital nomads and how their needs
may change will most certainly aid in improving the advice of marketing techniques in the
future.
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Table 1: An outline of nomad visa policies overview in various countries across the globe

Country

Existing Visa policy

Australia

Work and holiday visa. Digital nomads to work and live in the country for a
maximum of 1 year. Only between 18 and 35 years old to qualify for this visa.

Bahamas

Bahamas Extended Access Travel Stay (BEATS). Proof of employment for
remote workers is needed. Proof of self-employment or an employment
contract is accepted. Maximum of 1-year visa, but it can be renewed twice.
Maximum total stays up to 3 years. Based on the country of origin, additional
requirements may apply.

Bali

Business visa valid for 60 days if the applicant is not in the country yet.
Otherwise, it's 30 days. The maximum length of stay is 120 days. A temporary
stay permit may be applied for after that.

Barbados

Up to 12 months Barbados Welcome Stamp Visa for digital nomads. It is
possible to reapply. Introduced in June 2020.

Bermuda

Work From Bermuda Certificate. Maximum of 1-year visa with possibility of a
new application.

Brazil

Brazil digital nomad visa for 12 months which can be renewed for another 12
months. Launched in January 2022.

Cayman Islands

Global Citizen Concierge Program (GCCP) is valid for up to 2 years.

Croatia

Temporary residency permits up to 12 months. It can be reapplied after six
months outside of the country. Introduced in January 2021.

Czech 6-12 months business visa "Zivnostenské opravnéni". Hard to get for foreign

republic nationalities, but possible.

Dominica The Work in Nature (WIN) visa. Relocation for up to 18 months.

Estonia Digital nomad and freelancer visa, well organized and inspirational e-residency
program for up to 12 months. It was introduced in June 2020.

Georgia Remotely from Georgia program, 1-year maximum.

Greece Nomad visas for non-EU/EEA residents. It is allowed to work for a foreign
employer or own a foreign registered company. 1-year visa, which can be
extended twice to up to 3 years. It was introduced in October 2021.

Germany "Aufenthaltserlaubnis fiir selbstandige Tatigkeit" for up to 3 years. Not easy to
get, like in the Czech Republic, but possible.

Hungary White card, One-year residence permit, which can be extended by another
year. One of the easiest to get in the EU. It launched in February 2022.

Iceland Long term visas for remote workers. Six months validity, and if applied whilst
in the Schengen area, it's only 90 days.

Latvia Latvia Digital Nomad Visa. Currently in the process of Government draft. The
nomad visa holders will not be permitted to work for a Latvian-registered
employer or seek social assistance in Latvia.

Malta Nomad Residency Permit targeting non-EU workers for up to 1 year. This can
be renewed.

Mexico Temporary Resident Visa. Up to one year of stay and can renewed be for up to
3 years.

Portugal Independent workers and entrepreneurs visa for up to 12 months, can be
renewed up to 5 years with possible permanent residency status following
that.

Romania Digital nomad visa for 12 months. It can be renewed for another 12 months. It
was approved in December 2021.

Spain In plan: "Startups Law". Twelve months visa with up to 24 months of possible
extension. It was proposed in July 2021.

Thailand Special Tourist Visa (STV). 90-day tourism visa that can be extended twice for

a total of 270 days. This is a type of tourist visa, and it comes with a tax and
working status. It was introduced in October 2020.
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Source: Processed by the author according to the data collected from literature review and using
official governmental and visa information of individual countries

CONCLUSION

This study showed significant growth of countries offering some forms of digital nomad visas.
This is, among other factors, fostered by the rampant technological advancement across the
globe today. Noting the economic value digital nomads bring to tourism and hospitality, many
governments have recently formulated policies to attract and allow digital nomads to work in
their countries for periods between 120 days (Bali) up to five years (Portugal). Other countries
are still in the process of developing such policies, while some have not even begun. While it
may seem as easy as just having a laptop and travelling to the preferred destination of work,
it is not the reality for digital nomads because they have to condone the challenges of the
tourism and hospitality sectors of the host countries.

During the pandemic and linked to significant travel restrictions, attracting digital nomads was
one of the few ways to promote tourism and hospitality and at least partially subsidise the lack
of economic income in these sectors. While in the run-up to the pandemic, digital nomadism
was a relatively marginal issue, in times of severe travel restrictions, the possibility of such
work became more important for many. Forced work from home and a complete revolution in
the concept of labour worldwide have made both companies and workers think about work
differently. It was almost impossible to travel from one country to another, but moving for a
longer time, although temporarily to another country from where one could do the work, was
feasible. As a result, we could witness the growing possibilities of digital nomad visas, which
also met people's need not to work from home. This has also allowed many people to
experience a sense of normality in their lives again.

In some countries, it has been possible for a long time to work remotely on different types of
visas, allowing any job, for example, in Australia or Portugal. Other countries such as Brazil,
Croatia, Estonia, Greece, Hungary, Romania, Spain, and Thailand have introduced visas
specifically designed to attract digital nomads in the past two years.

The conditions to obtain the nomad visas in these countries are very different across the
researched countries, especially in the amount of the visa fee, the need to prove a minimum
income and the opportunity to have the whole family joining the visa. In the case of entire
families, there are also fundamental differences in whether children have free access to local
schools and, for example, in the possibility of receiving health care. Additionally, the conditions
of entry also change constantly depending on the coronavirus measures. In many cases, the
process and the speed of issuing a visa depend on the applicant's country of origin.

The findings of this study have to be seen in the light of some limitations, mainly due to the
unavailability of credible data on the number of nomad visas issued in the studied countries
and the fact that digital nomad policies may change promptly based on fast-changing rules for
travelling into studied countries.

Further research needs to be done in the future to identify with specificity the forms of work
that digital nomads do and ways of mitigating challenges related to the tourism and hospitality
sector of the host country. Additionally, when there is a sufficient amount of data on a number
of permits issued more detailed research can demonstrate the economic impact of homad
visas on individual countries tourism and hospitality sector.
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Abstract: Paper is focusing on assessment of the current level of Enterprise risk management
(ERM) in SMEs in Czech Republic and evaluates the determinants for implementing the ERM.
The primary data was collected by questionnaire survey conducted in 2021, the sample size
was 296. The paper employs Latent Class Analysis to segment classes, Tukey's test to identify
significant differences across classes with respect to firm size, firm age, and percentage of
foreign capital. The results show the relatively low level of ERM in SMEs. The level of ERM is
influenced positively by the company's size, the percentage of foreign capital and negatively
with firm age. The level of foreign capital in SMEs in the Czech Republic is affected by the
post-communist regime. To the best of our knowledge, no similar study in the field of ERM in
SMEs has been conducted in Czech Republic and surrounding countries.

Keywords: Enterprise Risk Management, Czech Republic SMEs, Latent Class Analysis, Foreign
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INTRODUCTION

At present, the majority of enterprises are struggling with the situation associated with COVID-
19. In contrast to the Great Financial Crisis (2007-2015), when the financial sector was
primarily affected, this pandemic crisis has affected all sectors and all types of enterprises.
Pandemic risk has long been considered an important area of risk management, although the
COVID-19 pandemic showed that the general risk of a pandemic was underestimated. The role
of enterprise risk management (hereinafter ERM) is to assess and identify risks that may
determine the success of the enterprise in achieving its strategic objectives (Pagach &
Wieczorek-Kosmala, 2020). The ERM approach raises risk awareness throughout the enterprise
and sets the atmosphere for proactive risk management by identifying, analysing and
responding to risks, as well as reporting centralized information to the risk management
function (Sax & Torp, 2015). The adoption of an ERM approach can help enterprises prepare
for incoming risks and remain competitive.

The relevance of the ERM approach increased during the Great Financial Crisis. Financial
institutions became more regulated. For example, Basel regulatory requirements for the
supervision of operational risks were implemented along with credit and market risks to
determine the capital adequacy of financial institutions (Jabbour & Abdel-Kader, 2016). The
implementation of risk management system is associated with many internal changes. Such
strategic changes are financially and organizationally demanding, and it sometimes takes
several years for an enterprise to comply with the respective standards. Small and medium-
zed enterprises (hereinafter SMEs) typically have lowered the budget capacity to implement a
comprehensive and formal approach to risk management. Simultaneously, SMEs may not reach
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a level of ERM maturity where the benefits outweigh the costs invested (Falkner & Hiebl,
2015). That is one of the explanations why SMEs do not have established international risk
management standards or other formal risk management approaches such as ERM or ISO.
However, the recent situation increases the pressure to implement holistic risk management
such as ERM in SMEs.

The question arises what the current level of implementation in SMEs and what determinants
is affect adoption. The research was driven by the global demand for empirical evidence of
SMEs. The aim of the research is to determine the current state of implementation of ERM in
the Czech Republic in SMEs and to identify factors that affect the implementation.

1. LITERATURE REVIEW

The ERM approach was originally developed for financial institutions in response to the Great
Financial Crisis. After that the ERM has spread to large and international non-financial
institutions, to listed companies or companies with the highest ratings in a particular country.

Generally, it has been acknowledged that the popularity of ERM has resulted from a response
to pressure on organizations to manage risk holistically (Lundqvist, 2014). ERM remains in the
centre of attention due to the pandemic situation. The COVID-19 pandemic has drastically
changed daily life throughout society (Chakraborty & Maity, 2020). SMEs, which are
significantly affected by the pandemic situation, must respond to these disruptive
environmental changes. Globally, SMEs are an indispensable and vital part of the national
economies; in 2021, SMEs employed almost 84 million people in the EU and contribute
considerably to value added (Statista, 2021). However, empirical research on ERM in SMEs is
exceptional. Notwithstanding this, SMEs are particularly well-positioned to manage risk. They
are in close distance to all aspects of each activity and are aware of the many strengths and
weaknesses of their enterprise. At the same time, SMEs are very sensitive to changes in the
business environment, which are always reflected in the quantitative characteristics after a
certain period of time (Hudakova & Masar, 2018).

Therefore, it is crucial to analyse the level of ERM in SMEs as one of the key instruments that
can support SMEs. Deficiencies in risk identification and insufficient implementation of risk
management can cause problems for SMEs in terms of competitiveness and sustainability (Olah
et al., 2019). Currently, the ability to compete is increasing in its significance.

In the EU, there is a specific group of countries, the so-called post-communist countries (these
include Poland, the former East Germany, the Czech Republic, the Slovak Republic, and
Hungary). Since the early 1990s, post-communist European countries have achieved
development goals in the areas of democratization, integration into the European Union (EU),
the development of bilateral and multilateral relations, and the economic and political
transformation of financial systems, especially banking (Bilenko, 2013). In the post-communist
countries, the process of legal, moral and historical settlement with the previous regimes was
underway and the remnants of the political regimes are still noticeable. The post-communist
political era has left characteristics in companies that are apparent, such as the way foreign
capital is managed and the proper allocation of both labor and capital. The incorrect way of
capital allocation is difficult to correct and interferes with the typical export-oriented
development strategy. Such a strategy involves attracting foreign capital, which leads to higher
productivity and higher wages. The biggest benefits are achieved when goods are produced
for export, where they can be sold at the highest prices. By contrast, the former communist
countries already had capital-intensive economies, only capital was massively misallocated.
This meant that a foreign investor often bought, for example, an existing factory, only to
simply decommission it and sell it for scrap (and lay off most of the workers) (Tarko, 2020).
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For this reason, multi-generational enterprises have also disappeared. Enterprises started to
re-emerge after the change of political regime from 1990 onwards, but with a loss of continuity
in the way they were managed.

A study conducted by SME in the V4 countries examined key entrepreneurship risks. The study
highlighted the greatest threat of market risk associated with the positioning of goods and
services in domestic and foreign markets. Financial, personnel and economic risks were
identified as the second, third and fourth most serious risks. The results show the importance
and relevance of evaluating the most important risks and their sources in SMEs (Hudakova &
Masar, 2018). A survey carried out in Poland to identify the main enterprise risks focused on
SMEs (n = 332) and the results show that most entrepreneurs identify and assess risks in their
business spontaneously and do not manage risks in a formal way (Dankiewicz et al., 2020).
Another study conducted in Slovakia found that ERM is not formally managed in SMEs. Due to
the circumstances of the transforming post-socialist economy, managers had to implement
risk into their management decisions. As research shows, risk management has been rather
intuitive, without data support and without appropriate methods, know-how and trained
employees to provide input for managerial decisions (Klucka & Griinbichler, 2020). The findings
are supported by a study (Virglerova, 2019) where one of the main issues is the lack of financial
risk management professionals. Shareholders are forced to take responsibility for risk
management themselves. A study conducted in Poland, investigated the level of risk
management in SMEs. The results of the study show a low level of risk management knowledge
among entrepreneurs in SMEs regardless of the size of the business and the financial situation
(Iwona, 2016). Managers responsible for risk management are primarily based on their
knowledge of past data (Hudakova et al., 2017). Based on the literature, the determinants of
ERM implementation in SMEs were identified - firm size, firm age and percentage of foreign
capital.

2. METHODOLOGY

A quantitative questionnaire survey was conducted in 2021 to assess the level of ERM
implementation in SMEs in the Czech Republic. The research was conducted using a
questionnaire survey (n=300). Respondents were primarily directors, business owners and top
- management. The total number of respondents was n=296 (4 respondents removed based
on low response variability). The questionnaire survey consisted of 3 parts - identification part
(legal form of the firm, role or job classification of the respondent, classification in CZ NACE),
control variables (% of foreign capital, firm size by number of employees and firm age) and
the level of ERM. The level of ERM was measured based on a standardized questionnaire
survey by Sprci¢ et al. (2017), where respondents answered 14 statements with a binary
variable (1-statement is valid for the firm, 0-statement is not valid for the firm).

To assess the current state, the Latent Class Analysis (hereinafter LCA) method was employed.
LCA is a statistical procedure used to identify qualitatively different subgroups within
populations that share certain external characteristics. The basic assumption of LCA is that
membership in unobserved groups (or classes) can be explained by patterns of scores in survey
questions, rating indicators, or scales (Weller et al.,, 2020). The significance of the
determinants of ERM was performed based on ANOVA and contingency table. Maintaining all
statistical assumptions, Tukey's test was used to analyze the significance of differences
between classes. Between-class significance for the control variable of firm size was analysed
using Chi-squared tests.
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3. RESULTS AND DISCUSSION

All analyses were performed in Jamovi software. Table 1 shows the LCA analysis and the
resulting optimum number of 3 classes.

Tab. 1 Latent class analysis - results

1 class 2 classes |3 classes |4 classes |5 classes |6 classes
Number of Cases 296 296 296 296 296 296
Number of Complete 296 296 296 296 296 296
Cases
Number of Parameters 14 29 44 59 74 89
Estimated
Residual D. F 282 267 252 237 222 207
Maximum Log-Likelihood |-2670.954 |-2131.698 |-2001.254 |-1983.850 |-1968.073 |-1954.111
AIC 5369.908 |4321.395 |4090.508 |4085.701 |4084.146 |4086.222
BIC 5421.573 |4428.416 |4252.884 |4303.432 |4357.233 |4414.664
LR/Deviance 2568.513 | 1490.001 |[1229.113 |1194.306 |[1162.751 |1134.827
Chi-squared 230797.043 | 23656.852 | 18989.869 | 20714.037 | 19885.319 | 14450.882
Number of repetitions 80 80 80 80 80 80

Source: Author

Based on the Estimated Class Conditional Probabilities, the individual classes were assessed
as follows.

Class 1 (31.8% of firms). These firms do not have a dedicated risk manager or a dedicated
risk management department or division. Firms do not have written limits for the maximum
loss they would be willing to accept. The firms also do not have formally defined
policies/guidelines or procedures for risk management. It is obvious, accordingly, that this
group of firms have not implemented formal risk management frameworks such as COSO or
ISO 31 000. Risks in the firm are not managed in an integrated manner and across all
categories and levels of enterprise risk. The impact of the interdependence of individual risks
on the overall portfolio is not identified or quantitatively assessed in relation to key
performance indicators. Firms do not conduct any workshops on the firm's risk exposure or
risk management strategy. Firms do not have risk management maps or contingency plans for
responding to significant risks.

Class 2 (29.4% of firms). These firms have a dedicated risk manager, or a separate
department/division dedicated to risk management. Firms have a written risk appetite and
formal risk management policies/policies/guidelines and procedures. Most firms in this class
have implemented a formal risk management framework in the form of a COSO framework or
ISO 31,000 certification. Risks are managed in an integrated manner and across all categories
and levels of corporate risk. Firms identify the impact of interdependencies of individual risks
on the overall risk portfolio, have risk maps and response plans in place for all significant risks,
quantitatively assess the impact of risks on key performance indicators of the firm, and hold
risk management strategy workshops. Firms track key risk indicators and information focused
on emerging risks. A formal report on risks and risk management is presented to owners or
the board of directors at least annually.
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Class 3 (38.8% of firms). Firms in Class 3 do not have a dedicated risk manager or a dedicated
risk management department. They do not have a formalized risk management framework
(COSO, ISO 31 000) implemented or a written risk appetite. However, these firms typically
have formal policies/policies/guidelines and procedures in place to manage risk in an
integrated manner across all categories and levels of enterprise risk. Firms do not calculate
the impact of risk on key performance indicators of the enterprise and typically do not identify
the impact of interdependencies of individual risks on the overall asset portfolio or create risk
maps. These firms do not conduct risk management strategy workshops, and most firms do
not have a plan to respond to significant risks. However, formal risk and risk management
reports are presented to owners or the board of directors on a regular basis, at least once a
year, monitoring key information focused on emerging risks.

The descriptions of the qualitative characteristics of the classes highlight the different levels
of ERM implementation in the Czech Republic. Risk management in firms in Class 1 is not
formally conducted and neither owner or the board of directors require a report on risks and
their governance. The level of ERM in Class 1 is therefore at a very low level. Overall, firms in
Class 2 can be described as the opposite of firms in Class 1, as the level of ERM in Class 2 is
at a high level. Thus, firms in Class 3 have the beginnings of a formal risk management system
in the form of policies and procedures but manage risks mainly qualitatively with an emphasis
on emerging risks. This concept is close to informal qualitative scenario planning.

Additionally, the author analyzed the determinants, which are affecting the implementation of
ERM. Ensuring all the assumptions for the calculation of the Tukey HSD test (homogeneity of
variances test, equality of means, ANOVA), the significance (of the differences between classes
with respect to the firm's age and % of foreign capital (Table 2) and firm size (Table 3) was
computed. Confidence interval with a significance level of 0.05.

Tab. 2 Tukey HSD test — firm age and percentage of foreign capital

firm age percentage of foreign capital
Mean Std. Error Sig. Mean Std. Error | Sig.
Difference Difference
(I-J) (I-J)
Class 1 Class 3 1.770 1.586 0.505 |-7.728 3.823 0.109
Class 2 4,847 1.691 0.012 |-29.042* 4.060 0.000
Class 3 Class 1 -1.770 1.586 0.505 |7.728 3.823 0.109
Class 2 3.077 1.631 0.144 |-21.313% 3.995 0.000
Class 2 Class 1 -4,847% 1.691 0.012 |29.042% 4.060 0.000
Class 3 -3.077 1.631 0.144 |21.313% 3.995 0.000

* The mean difference is significant at the 0.05 level.

Source: Author
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The statistically significant differences of the firm's age between the classes were found.
Significant differences exist between the class with a low level of ERM (class 1) and the class
with a high level of ERM (class 2), where the average age of low level ERM enterprises (20.4
years) is higher than the average age of high level ERM firms (15.6 years). Statistically
significant differences in the share of foreign capital between the classes of firms by ERM level
were found. Significant differences exist between the low/medium and high level ERM classes,
with the average share of foreign capital for high level ERM firms being higher (35.1 %) than
for low (6%) and medium level ERM firms (13.8%).

Tab. 3 Contingency table — firm size

Class 1 Class 3 Class 2 Total
Number of 4-49 Count 64 69 26 159
employees % within 40.3% 43.4% 16.4% 100.0%
Number of
employees
% of Total 21.6% 23.3% 8.8% 53.7%
Adjusted 2.8 2.3 -5.3 X
Residual
50-99 Count 22 24 31 77
% within % 28.6% 31.2% 40.3% 100.0%
within Number
of employees
% of Total 7.4% 8.1% 10.5% 26.0%
Adjusted -1.0 -1.3 2.4 X
Residual
100-249 | Count 12 18 30 60
% within % 20.0% 30.0% 50.0% 100.0%
within Number
of employees
% of Total 4.1% 6.1% 10.1% 20.3%
Adjusted -2.4 -1.3 3.9 X
Residual

Source: Author

The proportion of firms with a high level of ERM (16.4%) was found to be significantly lower
in the group of small enterprises. In contrast, the group of larger medium-sized enterprises
has a significantly higher proportion of enterprises with a higher level of ERM (50%). Thus,
there is an association between the firm size according to the number of employees interval
and the level of ERM.

Results identified that SMEs in the Czech Republic do not use the ERM approach to a large
extent, i.e. 70.6% of the participating SMEs. The remaining SMEs (29.4%) already have a
dedicated risk management role in place, with the majority of the group having a formal COSO
or ISO 31 000 framework in place. Class 3 has already established the beginnings for the
development of an ERM approach, at the moment it is more of an informal and qualitative risk
management approach.

The results also show that there are statistically significant differences by firm age and between
classes of firms by ERM level. While on average older firms have a lower level of ERM
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implementation. This may be due to the consistency of managers or directors during the
transition from the communist regime, as supported by Klucka and Griinbichler (2020).
Similarly, the level of ERM implementation is influenced by the percentage of foreign capital in
the firm, with results showing that a higher percentage of foreign capital is present in firms
with a higher level of ERM implementation (Class 2). The largest representation of firms is in
the classes with relatively low levels of ERM and at the same time with a relatively low
percentage of foreign capital. The results of the research support Tarko (2020), who states
that the post-communist political era left characteristics in firms that are still evident today,
such as mismanagement of foreign capital, misallocation of labour and capital, and fear of
foreign capital exploitation. Foreign direct investmens has a positive impact on the adoption
of modern production methods (Zd'arek, 2009), firms' innovation activity (Ramadani et al.,
2017) and firms' productivity (Hampl et al., 2020). The inflow of foreign capital into firms
implies not only the strengthening of capital, but also control by foreign investors and the
adoption of new managerial practices. Risk management in the Czech Republic is limited to
companies that are required by their parent company abroad to follow formalised procedures,
a similar result to neighbouring Slovakia (Klucka & Griinbichler, 2020). Foreign direct
investment is risky and investors are interested in controlling the risks associated with the
investment. In practice, this reinforces the control and influence of the foreign investor over
the enterprise (Yin et al., 2019). Consequently, the introduction of ERM will improve the quality
of investment decisions - the higher the maturity of ERM, the better the company's ability to
identify, manage and mitigate potential risks arising from investment decisions (Faisal et al.,
2021).

The firm's size as measured by the number of employees also has an impact on the
implementation of ERM. The results show that the group of larger and medium-sized
enterprises has a significantly higher proportion of enterprises with a higher level of ERM
(50%). This may be due to the fact that if a company grows in humber of employees, it is
necessary to manage risks in a more sophisticated and formal way. The intuitive level of risk
management that is common in micro-enterprises becomes insufficient. This finding supports
the economies of scale argument that larger companies have a more developed risk
management process due to their greater exposure to risk and high implementation costs.
Accordingly, most studies show that larger companies are more likely to implement ERM
activities (Sprcic et al., 2017).

CONCLUSION

The results show a relatively low level of ERM implementation in SMEs, which opens up
opportunities for further qualitative research to identify the causes and barriers to ERM
implementation. The results show a positive effect of foreign capital and firm size on ERM
implementation and a negative effect of firm age. On the one hand, the implementation of
ERM strengthens control over the invested capital and, on the other hand, helps to improve
the company's investment decision-making in the future. There is therefore no need to worry
about foreign capital. In addition to the acquisition of an equity share, foreign direct investment
is usually associated with the transfer of know-how, the exploitation of cost effects in the
target country for the investor and also with investments in the modernisation of existing
assets of the acquired companies or in new investments. Arguments of Czech owners referring
to tradition and "family silver" are not always beneficial for the company from a long-term
strategic point of view and often express rather a hidden fear for their own career and fear of
losing control over the company.

A limitation of the research may be the questionnaire survey, which is a subjective assessment
and therefore may be biased by respondents who may overestimate responses.
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The research findings can be pilot research for other V4 countries that have similar historical
context. The research results also have wider implications beyond the V4 countries, generally
for SMEs with regard to ERM implementation. The research shows important determinants of
ERM for SMEs. The opportunity for further research is a comparison with "southern wing" of
the EU, such as Portugal, Italy, Greece and Cyprus. Another opportunity for the future is a
detailed examination of the impact of foreign capital in SMEs and the implications for other
firm functions. The research provides quantitative findings, the recommendation for further
research is to identify through qualitative research the barriers to ERM implementation in SMEs.
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Abstract: The global energy system needs to perform a profound transformation to achieve
the targets set by the Paris Agreement. In this context, low carbon electricity production from
renewable sources, embedded with then global and national circulation economies, may
become the preferred energy source. The share of electricity in all the energy consumed by
end users worldwide will need to increase by 40% in 2050 to achieve the decarbonized energy
world envisaged by the Paris agreement. However, the total decarbonization of specific
industrial sectors, such as transport, production industry that require high-grade heat, may be
difficult only be means of electrification. This challenge could be addressed by hydrogen from
renewable that allows large amounts of renewable energy to be channeled from the power
sector to end users. Even though Slovakia has relatively low-carbon electricity production
structure, hydrogen production may represent the solution to such pressing issues as shutting
down of coal power plants and mining in the Upper Nitra region and can also be the missing
link in the energy transition of Slovakia and become the integrated part of the circular economy
focused, among others, on decarbonization.

Keywords: Circular economy, Decarbonization, Hydrogen, Value chain.

JEL Classification codes: Q42, Q410

INTRODUCTION

The Paris Agreement aims to limit the increase in average global temperature by “below 2°C”
in this century as compared to pre — industrial levels, which can be only achieved by substantial
reduction of emissions in all sectors. To achieve the targets in the Paris Agreement, the global
energy system must undergo a profound transformation from one largely based on fossil fuels
to an efficient and renewable low-carbon energy system. According to analysis by the
International Renewable Energy Agency (IRENA, 2018), over 90% of the necessary global CO2
emission reductions could come from these measures; renewable energy is expected to
contribute 41 % of the required emission reductions directly and an additional 13% through
electrification. To meet this objective, renewable energy’s share of global final energy
consumption needs to increase from 18% today to 65% in 2050. Variable renewable energy
in the power system, in particular wind and solar, will make up the vast majority of generation
capacity and ca. 60% of all electricity generation. The power system needs to become more
flexible to economically integrate such large shares of variable generation.

Today, one-third of global energy-related emissions come from economic sectors for which
there is presently no economic alternative to fossil fuels (IRENA, 2018). These emissions
originate mostly from the energy- intensive industry sectors and freight transport (Figure 1).
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Figure 1 Breakdown of global energy related CO> emissions by sector in 2015
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In the context of Slovakia that also faces significant challenges associated with decarbonization
goals, hydrogen could be the “missing link” in the energy transition from a technical
perspective: hydrogen from renewable electricity allows large amounts of renewable energy
to be channeled from the power sector into sectors for which electrification (and hence
decarbonization) is otherwise difficult, such as transport, buildings, and industry.

Hydrogen could thus play a key role in facilitating three positive outcomes: the decarbonization
of main CO2 producing sectors; the integration of large amounts of variable renewable energy
and the decoupling of variable renewable energy generation and consumption through the
production of transportable hydrogen.

Within an electrochemical classification, the most utilized industrial process for hydrogen
production today is water electrolysis. Hydrogen is produced through water electrolysis by
splitting water molecules into hydrogen (H2) and oxygen (02). The process takes places within
an electrolytic cell where two partial reactions occur at two separate electrodes.

There are high energy requirements for electrolysis in the form of electric power, therefore
high production rates of hydrogen can become economically unfeasible due to the elevated
cost of electricity based on fossil fuels, such as coal or diesel to generate such power. However,
the alternative of powering massive electrolysis arrangements with a combination of renewable
energy sources such as solar and wind is possibly an economical alternative for hydrogen
production (Silveira, 2017), which provide an ideal alternative for diversification and utilization
of renewable energy for hydrogen production in Slovakia.
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Figure 2 Water electrolysis for hydrogen production
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1. LITERATURE REVIEW

The energy demand has increased exponentially worldwide owing to the continuously growing
population and urbanization. The conventional fossil fuels are unable to satiate this
requirement causing price inflation and significant environmental damage due to unrestrained
emission of greenhouse gases. The focus now has shifted towards alternative, economical,
renewable and green sources of energy such as hydrogen to deal with this bottle-neck.
Hydrogen is a clean energy-source having high energy content (122 kJ/g) (Sharma, Surbhi et
al. 2020).

Hydrogen production from renewable sources has become one of the fastest developing topics
for decarbonization of industry sectors and transportation in developed countries. As part of
the research, we have reviewed available sources with recent research results focused on
green hydrogen production, current official documents and plans of the Slovak republic, mainly
in connection with the Generation EU (Plan obnovy, 2021) as well as presentations and
proceedings from the hydrogen focused conferences.

Today, around 120 Mt of hydrogen are produced globally each year, of which two-thirds is
pure hydrogen and one-third is in mixture with other gases. This equals 14.4 exajoules (EJ,
equivalent of 4000TWh or 102 Mt), about 4% of global final energy and non-energy use,
according to International Energy Agency (IEA, 2019) statistics. Around 95% of all hydrogen
is generated from natural gas and coal. Around 5% is generated as a by-product from chlorine
production through electrolysis. In the iron and steel industry, coke oven gas also contains a
high hydrogen share, some of which is recovered. Currently there is no significant hydrogen
production from renewable sources (IRENA, 2018). To achieve a net-zero greenhouse gas
economy, the increase of GDP invested in energy system to 2.8% (or around € 520-575 billion
annually) will be needed (European Commission, 2018).
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Figure 3 Global annual demand for hydrogen since 1980

Global annual demand for hydrogen since 1980
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Source: IEA, 2019

The increasing ambition of climate targets creates a major role for hydrogen especially in
achieving carbon-neutrality in sectors presently difficult to decarbonize. In late 2019, the
European Commission (EC) presented the European Green Deal, outlining the main policy
initiatives for reaching net-zero greenhouse gas (GHG) emissions by 2050 (European
Commission, 2021). The Green Deal identifies clean hydrogen as a priority area for achieving
carbon neutrality.

There are two aspects:

1. First, the European Union (EU) currently uses approximately 9,7 million tons (Mt) of
hydrogen annually and this needs to be decarbonized (Kakoulaki, 2020). Most of the
hydrogen consumption is associated with two industries — oil refineries (ca. 52%) and
ammonia production (ca. 43%) (European Hydrogen Infrastructure, 2007), the rest is
other industrial use (ca. 2%). Together with methanol production (ca. 5%) and use in
metal industries (ca. 3%), these four sectors correspond to 90% of the total hydrogen
consumption in Europe. Today hydrogen accounts for less than 1% of Europe’s energy
consumption and is mainly produced through highly carbon-emitting pathways (‘grey’
hydrogen) and used as feedstock in sectors such as fertilizers and refineries. Because
of this, H2 production is responsible for release of 70 to 100 million tons CO2 annually
in the EU (Maisonnier, 2007).

2. Second, hydrogen is considered a key input to the future energy system as a flexible
energy carrier for industry and transport, helping to reduce GHG and particle emissions.
At least 6 GW (of electrolysers powered by renewable energy) should be installed
between 2020 and 2024. Depending on its utilization, such capacity could produce up
to 0.8 Mt of clean hydrogen, annually. Another 40 GW should be added by 2030 with
aim to produce up to 10 million tons of renewable hydrogen in the EU (A hydrogen
strategy for climate, 2020. By 2025, about 1 million public recharging and refueling
stations will be needed for the 13 million zero- and low-emission vehicles expected on
European roads (European Commission, 2021).
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By 2030, the hydrogen demand in EU + UK according to the 2019 Hydrogen Roadmap Europe’s
ambitious scenario will be 665 TWh or 16,9 Mt. Analysts estimate clean hydrogen could meet
24% of energy world demand by 2050 (corresponding to ~2251 TWh of energy) (Kakoulaki,
2020) and value chain could employ up to 1 million people, directly or indirectly. Green and
blue (not clean, but low carbon) hydrogen demand in sectors, where hydrogen is primarily
used as feedstock, can be expected to increase to 238 TWh in 2030, 692 TWh in 2040 and
983 TWh in 2050 (Wang, 2021).

2. METHODOLOGY

The main goal of the paper is analysis of the existing framework for the hydrogen production
as integrated part of the circular economy both in context of international requirements of
achieving decarbonization targets of the Slovak economy as well as local needs and
opportunities in the light of industry structure and energy demands as projected for upcoming
decades and expected major investments into the renewable sources from the Next Generation
EU from, which Slovakia is planning to use 2.201M EUR (Plan obnovy, 2021). In order to meet
these goals, we have performed comparation, analysis and synthesis of the current state of
the hydrogen production data worldwide and in the context of the Slovak republic. As part of
this process, we have analyzed the conditions for the hydrogen production from renewable
sources on the background of international and EU requirements and performed analysis of
the economic and financial conditions for hydrogen production.

3. RESULTS AND DISCUSSION

3.1 Description of existing H2 value chain

World and EU

Hydrogen is not new to the energy system. Supplying hydrogen to industrial users is a major
business globally and there are companies with extensive experience of producing and
handling hydrogen. The scope of the hydrogen discussion has expanded beyond an initial focus
on road transport and the stakeholder community has broadened to include renewable
electricity suppliers, electricity and gas network operators, automakers, oil and gas companies
and major engineering firms. Among governments, there is increasing attention from both
energy exporting and importing countries, as well as city and regional authorities around the
world.

Demand for hydrogen in its pure form is currently around 70 million tonnes (Mt) per year,
equivalent to around 330 Mtoe. This hydrogen is almost entirely supplied from fossil fuels: 6%
of global natural gas consumption and 2% of global coal consumption goes to hydrogen
production today. Most of this is used for oil refining and chemicals production. A further 45
Mt of hydrogen is used without prior separation from other gases in the industry sector (IEA
2019).
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Figure 4 Historic global annual demand for hydrogen
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Hydrogen has also been used extensively in the past in gas networks. In 1950, the United
Kingdom had over 1 000 facilities producing “town gas”, which was a mixture of gases
produced from coal or oil that had a hydrogen content of around 50%. Over 100 000 kilometres
(km) of distribution pipelines were built to transport it to end-use sectors. Many of these
pipelines were replaced after the discovery of natural gas in the North Sea but some are still
in use. Other countries, including the United States, Canada and many northern European
countries such as Austria, France and Germany, also underwent government-led transitions
from town gas to natural gas from the 1950s to 1970s (European Hydrogen Infrastructure,
2007). The hydrogen market comprises three main players: merchant companies which trade
hydrogen, captive producers who produce hydrogen for their direct customer or their own use
and by-product hydrogen resulting from chemical processes (Maisonnier, 2007). In 2007, 80%
of the total hydrogen in Western Europe was consumed by mainly two industrial sectors: the
refinery (50%) and the ammonia industry (32%), which are both captive users. If one adds
hydrogen consumption by methanol and metal industries, those four sectors cover 90% of the
total (Maisonnier, 2007).

By 2050, hydrogen demand in industry grows further and is expected to be spread across
Europe and total demand is estimated to reach 1,200 TWh per year (Kakoulaki, 2020). As a
result of this trend, several new innovative projects are starting around the world:

e group of regions — led by California, Germany, Japan, and South Korea — is driving
developments, spending more than $850 million annually to advance hydrogen and fuel-cell
technology (Heid, 2017).

e the world’s largest green-hydrogen plant currently has been inaugurated in Quebec, Canada,
by industrial gases giant Air Liquide. The Bécancour facility, which is powered by local
hydroelectricity, is now producing up to 8.2 tonnes of green H2 per day — close to 3,000 tonnes
annually (Collins, 2021).
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e the undisputed leader in the world hydrogen market is Ballard Power Systems. The company
was founded in 1979 and was focused on the development of lithium filters. In 1989, their
focus switched on PEM fuel cell technology.

e Nel ASA, also known as Nel Hydrogen, is a Norwegian company based in Oslo that offers
solutions for the production, storage and distribution of hydrogen from renewable energy
sources. The company is also currently working on the launch of the new RotoLyzer product,
which is considered a revolution in hydrogen production.

o the “Energiepark Mainz” in Germany is the world largest producer of hydrogen by
electrolyzers - they use it to store extra electricity made by wind and water turbines for later
use (Energie-Park Mainz, 2021)

» New start-ups with business models connected to hydrogen were founded, including HyPoint,
Hydra, Ways2H or Lavo.

e Interest is visible in international organization membership as well — number of companies
joining the International Hydrogen Council has grown from 13 in 2017 to 81 today (Maisonnier,
2007). Above that, the European Clean Hydrogen Alliance was announced as part of the new
industrial strategy for Europe in March 2020. It is part of efforts to accelerate the
decarbonisation of industry and maintain industrial leadership in Europe.

Slovakia

According to its NECP (Integrated National Energy and Climate Plan), Slovakia considers the
use of decarbonised gases and hydrogen as a way to “ensure environmental sustainability”,
“very promising fuel” and a good option (also regarding air quality) to replace natural gas on
the one hand and fossil fuels in the transport sector on the other hand. Slovakia estimates that
by 2030 around 1% of its RES target for the transport sector will be covered by the direct use
of hydrogen (2 ktoe hydrogen out of a total of 229 ktoe renewable fuels). By 2040, this share
could be multiplied by more than 20. Slovakia addresses the entire value chain from
generation, over underground storage, delivery infrastructure to end uses mainly in the
transport sector and the industry (FCH Slovakia, 2020). There are currently 2 major hydrogen
producers — Duslo Sal'a and Fortischem Novaky, both using H2 mostly for internal purposes
(TASR, 2020).

In Slovakia, the opportunities relating to hydrogen demand occur most strongly in industry
and the built environment. In industry, existing hydrogen use as a feedstock exists, but is
limited. Therefore, hydrogen deployment will likely primarily contribute to the decarbonisation
of the gas supply in industry and act as a low-emission solution for the provision of high
temperature process heat. In the built environment, where direct and indirect use of natural
gas is a very dominant application for heat generation (natural gas accounts for almost half of
the final energy demand in households and services and for over 60%), hydrogen can be
deployed to decarbonise the gas supply. In Slovakia’s transport sector, the largest
opportunities for hydrogen relate to its deployment in road transport, where it can play a role
in the decarbonisation of trucks, buses and vans. Additionally, together with electrification,
hydrogen can be deployed to replace fossil fuel use in the passenger car sector (FCH Slovakia,
2020).

Hydrogen demand in the year 2030 has been estimated in a low and a high scenario covering
the range of uncertainty. Today, conventional hydrogen mainly used in industry is produced
from fossil fuels (e.g. through steam methane reforming) or is a by-product from other
chemical processes. Both scenarios assume that in 2030 renewable hydrogen will be provided
to partially substitute current conventional production and to cover additional demand (e.g.
from transport sector). According to the estimations, the hydrogen refuelling station network
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will by 2030 encompass between 20-30 stations for 8 000-17 000 fuel cell vehicles on the road.
In addition, the analysis estimates substitutions of up to 1% of the conventional steel
production by renewable hydrogen-based steelmaking. Further use of renewable hydrogen is
foreseen in ammonia production (up to 5%). Finally, the introduction of 980-4 290 stationary
fuel cells for combined power and heat production is estimated.

Analyses shows that in the years 2020-2030 around 20 million EUR can be retained annually
in the domestic economy as value added in the low scenario, and over 50 million EUR in the
high scenario (value added is defined here as sum of wages for employees, margins for
companies and taxes). If the indirect effects induced by the investment in and operation of
hydrogen technologies are also taken into account, around 60 million EUR (low scenario) and
over 160 million EUR (high scenario) of value added can be created in the Slovak economy
annually, which is almost equivalent to the amount of annual investment needed. Most of this
value added is expected to be created by building and operating dedicated renewable
electricity sources and electrolysers for hydrogen production, and by building and

operating hydrogen transport networks and storage facilities. The hydrogen-related
expenditures in 2020-2030 are estimated to generate employment of 360 — 1 000 direct jobs
(in production and operations & maintenance) and contribute to a further 920 — 2 600 indirectly
related jobs, depending

on the scenario. Most of these jobs are expected to be created in the by building and operating
renewable electricity sources, electrolysers and hydrogen transport infrastructure (FCH
Slovakia, 2020).

Spill-over by a contribution to green deal investment

For climate experts, green or renewable hydrogen is indispensable to climate neutrality. It
features in all eight of the European Commission’s net zero emissions scenarios for 2050
(European Commission, 2018). In theory, it can do three things: store surplus renewables
power when the grid cannot absorb it, help decarbonize hard-to-electrify sectors such as long-
distance transport and heavy industry and replace fossil fuels as a zero-carbon feedstock in
chemicals and fuel production.

The Hydrogen Council, a global industry group, estimates that by 2050 hydrogen will represent
18 percent of the energy delivered to end users, avoid six gigatons of carbon emissions
annually, enable US$2.5 trillion in annual sales and create 30 million jobs globally (Hydrogen
Council, 2017).

Passenger cars |
Vehicle refuelling stations |
S [ N

Electrolysers | |
Trucks [l
Buildings heat and power [N
Power generation [N B Combined incentives with targets
Industry [N B Targets without incentives

Other fleet vehicies [l B Incentives without targets

0 2 4 6 8 10 12 14 16
Number of countries

Figure 5 Policies directly supporting hydrogen deployment by target application
Source: IEA, 2019
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The hydrogen economy is a priority for the EU’s post-COVID-19 economic recovery package
(European Commission, 2020). The emergence of a clean hydrogen economy depends on
regulation (see table of policies directly supporting hydrogen deployment by target
application):

There is important industrial dimension — Europe is the global leader in electrolysis technology.
It has filed about twice as many patents and publications as its nearest competitors — the US,
China and Japan — over the last 10-15 years (Biebuyck, 2019). But green hydrogen economy
needs tailored support. Eurogas, representing the European gas industry, wants policymakers
to set targets for renewable and decarbonized gas and let the market decide what works best
for a variety of end-uses. Other stakeholders such as Agora Energiewende and ECF believe
that hydrogen support should reflect the need to prioritize specific sectors. It must, after all,
remain supplementary to energy efficiency, renewables and direct electrification.

3.2 Green Certificates

In order to support decarbonisation in commercial trade relations, institute of green certificates
was established — terminology predominantly used in Europe, but now becoming more
widespread globally, which is a tradable asset proving that certain electricity is generated using
renewable energy sources. Typically, one certificate represents the generation of one
Megawatthour of electricity. What is defined as "renewable" varies from certificate trading
scheme to trading scheme, but in general we understand it as wind, solar, geothermal, hydro
or biomass energy sources. Several countries use green certificates as a means to make the
support of green electricity generation closer to a market economy instead of more
bureaucratic investment support and feed-in tariffs. Such national trading schemes are in use
in e.g. Poland, Sweden, the UK, Italy, Belgium and some US states. More recently certificates
(tradable white certificates (TWCs)) for the electricity saved by demand-side energy efficiency
measures (EEMs) have been introduced in some European countries, such as UK, Italy or
France.

Energy attribute certificates (EAC) have been around since the late 1990s and the market has
developed significantly. While these markets were initiated in Europe and the US, in many
countries around the world EAC markets are now emerging and evolving. Regulation and
procedures may differ between these EAC systems, but at their core these systems have one
common function, to trace the attributes of a given megawatt-hour of electricity from a
producer to a consumer.

At its most basic level, the Energy attribute certificates work as follows:

1. A producer of (renewable) electricity generates 1 unit of electricity (generally this is 1
megawatt-hour (MWh))

2. For each MWh of power they inject into the grid the producer requests an EAC from
the issuing entity; the EAC, which is an electronic certificate, contains factual
information attributes about the specific unit of electricity such as the technology used
to generate the power and where it is located.

3. The EAC can be traded between market participants through registries with the
ultimate aim of selling it to a consumer (also known as an end-user).

4. The end-user or their representative consumes the EAC by cancelling it so that it cannot
be used again — without cancellation, there is a risk that one EAC can be used twice
(known as double counting)
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5. The consumer can then claim to have consumed the unit of power that was represented
by the EAC (RECS, 2021).

Green certificates are traded for compliance reasons or on a voluntarily basis. They are issued
and traded in compliance markets because of governmental policies which require suppliers to
have a certain percentage of renewable production in their supply portfolio. With green
certificates, governments can set exact targets as to the level of renewable production in a
country, while the market finds the most efficient way to meet these targets. It is an alternative
to other policy mechanisms, such as renewable investment subsidies, renewable production
subsidies, fiscal benefits and feed-in tariffs. For corporates, this has commercial benefits, as it
improves their reputation and provides a competitive edge in a society in which awareness
and the importance of environmental impacts are ever increasing. For individuals, it can be
tool to reduce own CO2 footprint (KYOS, 2021).

The price of the green certificates depends on the scarcity in the market. The price is higher
when the green certificates scheme is driven by tight targets of government policies.
Certificates cannot be transferred between the European markets, as opposed to emission
certificates, so the total market size is often small and trading rather illiquid.

Standards are required for the successful development of EAC markets around the world. The
importance of standards is seen clearly in Europe with the development of the Guarantee of
Origin system (GO or GoO). The creation of the EECS (European Energy Certificate Standard)
for GOs allowed for the development of a robust and reliable EAC market in Europe that is
now adhered to by most EU Member States, as well as some other EEA/EFTA countries. On
an annual basis, we see more than 600-TWh of voluntary trade with 15% growth year-over-
year in the use of EECS-GOs in Europe (RECS, 2021).

Slovak national authority for Guarantee of Origin certificates is OKTE - Short-term electricity
Market Operator (OKTE, 2021). The Guarantee of origin is issued for the amount of electricity
corresponding to 1 MWh of electricity supplied to the system and is active for a period of 12
months from the date of production. In this period it is possible to trade and/or transfer it
between account holders. Guarantees of origin that enter the auction will be automatically
generated three months after the production of electricity after the final settlement. Only
guarantees of origin of electricity from RES will be included in the process of automatic
generation, last such auction happened August 6, 2021 Tariff for issuing a guarantee of origin
is 0,005 €/MWh, annual fixed account management fee is 120 EUR (OKTE, 2021).

CONCLUSION

Slovakia is facing number of challenges associated both with ensuring its energy security,
mainly connected to diversification of its energy sources (gas, nuclear fuel, crude oil) but is
also bound to fulfill its international commitments associated with decarbonization and
reduction of CO2 production and development of the circular economy. Despite a relative low-
carbon electricity production base (mainly nuclear and water power plants), it still lacks
sufficient investments into the renewable energy production base that would both diversify
existing production assets but would also further improve our position as low emission
economy. Recent spikes in the energy prices, especially in Europe, are creating further
incentives for countries and electricity producer to invest into localized, renewable sources that
would decrease dependency on international commodity prices, would provide a more stabile
base for the industry and most importantly would provide the country with means to meet its
international environmental obligations.

Green hydrogen production (Slovakia can also further extend production of Blue Hydrogen
from nuclear power plants once Mochove 3.4 units will be put into operation in 2022 and 2024
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and Slovakia will become a net exporter of electricity) provides an opportunity to invest into a
diversified, flexible energy carrier infrastructure ideal for both industry as well as
transportation. Implementation of the Generation EU (Plan obnovy, 2019) plan provides a
significant milestone that can enable investments into building the complete infrastructure of
hydrogen generation (e.g. planned JESS company at Bohunice site — solar park combined with
hydrogen electrolyser) , storage and delivery with involvement of industry, research capacities
of Slovak universities, municipalities and government. Analyses shows that in the years 2020-
2030 around 20 million EUR can be retained annually in the domestic economy as value added
in the low scenario, and over 50 million EUR in the high scenario (value added is defined here
as sum of wages for employees, margins for companies and taxes). If the indirect effects
induced by the investment in and operation of hydrogen technologies are also taken into
account, around 60 million EUR (low scenario) and over 160 million EUR (high scenario) of
value added can be created in the Slovak economy annually, which is almost equivalent to the
amount of annual investment needed. Most of this value added is expected to be created by
building and operating dedicated renewable electricity sources and electrolysers for hydrogen
production, and by building and operating hydrogen transport networks and storage facilities.
The hydrogen-related expenditures in 2020-2030 are estimated to generate employment of
360 — 1 000 direct jobs (in production and operations & maintenance) and contribute to a
further 920 — 2 600 indirectly related jobs, depending on the scenario.
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Abstract: During the coronavirus pandemic, holiday properties increased significantly in all
regions of the Czech Republic and the Slovak Republic. The aim of the paper is to examine the
current state of recreational real estate in the Czech and Slovak areas with the following
definition of the intensity of the influence of decisive factors in the issue of recreational real
estate by consumers. The research used the primary research to determine the influencing
factors in recreational real estate for Slovak consumers. The author also used secondary
research of professional literature and advertising or statistical portals. The output of the article
is an analysed state of this type of real estate in Slovakia and the Czech Republic. In 2020, we
recorded an average price increase of 30% in the Slovak Republic and 12% in the Czech
Republic. We recorded a significant increase in 2021; compared to 2019, the average price
level in the Slovak Republic increased by up to 73%. In the Czech Republic, the price level
increased by 119%. At the same time, the author analysed the current moods of Slovak
respondents in deciding on the purchase of the recreational real estate.

Keywords: Real estate market, Recreational property, Impact factors

JEL Classification codes: 018, R23, R33

INTRODUCTION

Increased interest in recreational real estate, its low current supply, and the change in
consumer values in the area have seen a phenomenon that has long persisted in residential
real estate. With the arrival of the pandemic situation in our conditions, with the subsequent
adoption of restrictive measures, a strong motivator has been created within consumers'
decision-making process in the field of recreational real estate. To more options or activities,
ways were sought to meet the personal ambitions and goals of consumers within the cultural
and recreational opportunities. The very attractiveness of real estate depends on meeting the
consumer's internal and external preferences. For this reason, the article focuses on the factors
and expectations that influence the consumer when deciding to purchase a vacancy property.
The aim of the paper is to examine the current state of recreational real estate in the Czech
and Slovak areas with the following definition of the intensity of the influence of decisive
factors in the issue of recreational real estate by consumers. Subsequently, we will specify the
interconnectedness of influencing factors in consumer decision-making in these regions. To
achieve the goal, the author will analyse appropriately selected professional literature,
statistical portals, and primary research. To fulfil the goal, the author uses the method of
hypothesis and scientific questions. The output of the paper will be formulated responses to
the results of a survey aimed at examining the factors, current expectations, as well as the
intensity of the impact of respondents' expectations on the decision-making process in the
field of recreational real estate.
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1. LITERATURE REVIEW

To further elaborate on the researched issue, it is first necessary to define recreational real
estate. We define recreational real estate in Slovak legislation according to Act no. 50/1976
Coll. on Spatial Planning and Building Regulations (Building Act). This law regulates
recreational real estate by Section 139b as a simple building. According to the requirements
of § 139b par. 1 letter b) of the Building Act, facilities for individual recreation are included in
the category of simple buildings, while the law does not set any specific restrictions in terms
of built-up area, floor, or height. For this reason, we will be based on the definition of
recreational real estate in the financial and insurance segment in the Slovak Republic. We
characterize recreational real estate as real estate used for recreational purposes while it is
inhabited for less than 183 days a year (Kooperativa, 2021). We include cottages, log cabins,
and apartments in this area. Recreational real estate, with its socio-cultural value, ecological
or socio-economic aspect, has become a strong aspect in developing peripheral parts of towns
or villages. This created the conditions for transforming the previously socially unused area
into a tourist and recreational area to ensure its sustainable growth. The author Kononova
(2015) characterizes the tourist and recreational area as: “an area with natural, historical, the
cultural potential for creating requirements for a healthy lifestyle and maintaining sustainable
development through ecological health and safety in production, having the status of protected
and maintained habitat, favorably affecting real estate development”.

In recent decades, holiday properties have seen a steady increase in popularity among the
population. The resulting popularity significantly supports local tourism, thus providing the city
with income, employment, and development support (Taugbgl et al., 2001). This phenomenon
was investigated in his study by Ericsson (2010), who divided economic aspects into three
categories:

e Economic effect on the municipality,
e Local economic effect,
e Impact on industrial and rural development.

We can summarize the economic effect on two factors. The first factor focuses on the revenue
from local taxes for the municipality. The following factor describes the used relations of tax
revenue for the city (restoration of local civic amenities, infrastructure, and communal
services). The regional economic effect is characterized by the inflow of funds into a particular
community in the construction, furnishing, and aftercare of real estate. The last factor
characterizes the relationship of the brought financial capital with the development of the local
area, the offer of goods and services related to recreational real estate. These three categories
are also strongly influenced by the location of the recreational area, the distance of the
property from the owner's home, and the very availability of activities and services (Tiller,
2020). The main localization factor of recreational housing is the attractiveness of the
environment and the landscape, which plays an important role as a background for people's
recreational activities. Rural areas satisfy this demand and have undergone a long
transformation into the principal recreational function (Kadlecova & Fialova, 2010). The
distance of holiday homeowners from home ensures a significant transfer of private capital
from the city to the local region, increasing income for the entire region. The recreational real
estate as an economic tool for raising funds through rental also contributes to this aspect of
development (Colwell et al., 2008). Recreational property owners have become an
economically important part of villages and towns, and their activities help in the subsequent
development of the whole area. This development comes with several types of environmental
challenges. One of the most well-known ecological challenges is land use itself, which may
conflict with the conservation interests of the area (Ellingsen & Arnesen, 2018). The land on
which the property stands has conflicts with the possibility of carrying out agricultural activities
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and raising livestock. Expanding the property with small outbuildings helps to increase the
environmental burden through increased noise, waste, and used foreign materials. Increasing
demand for this type of real estate has also increased the load on the natural environment.
We can see this in more detail in the cottage area. The required increased standards, the size
of the cottage itself, or a possible reconstruction of the cottage came into conflict with natural
possibilities. The growing human factor has influenced the creation of roads, electricity, and
access to water in the region. These activities increase the environmental burden, with more
than 90% of people visiting their cottages using their cars, which puts high pressure on
infrastructure and pollution (Tiller, 2020).

The expected demand for housing depends not only on the ability of individuals but also on
various other attributes or factors associated with the housing. These factors must meet the
needs of the consumer. For economic and some social reasons, it is often the case that
consumers define the most important factors they expect from their homes. Sufficient space
is created to understand consumer behavior in a given issue. Understanding the factors and
expectations influencing decision-making in residential real estate requires a comprehensive
approach and cooperation between a wide range of social sciences. A more comprehensive
understanding of consumer needs in holiday housing is needed. The decision-making process
in the issue of recreational housing is influenced by internal and external factors, personal
preferences, or the expectations of the consumer himself. Urban development, culture, and
tradition are strong attributes to housing decisions. Urban development brings the necessary
value and experience for the inhabitants. This creates an effect of "interest" for investors,
companies, the state administration, and the residents themselves. Applying this effect makes
a strong causality linked to population migration. By improving the conditions of cities and
strong migration, space is created to develop the city itself in terms of its urbanization,
infrastructure, or services themselves. A city that meets the attributes of interest, offers a
sufficient number of jobs, has solid cultural conditions, a long tradition or provides a wide
range of services is becoming the most common reason for population migration. The
perception of the value of recreational housing by different groups of consumers has become
an essential part of the development of society. Therefore, it is necessary to address this issue.

2. METHODOLOGY

The aim of the paper is to examine the current state of recreational real estate in the Czech
and Slovak areas with the following definition of the intensity of the influence of decisive
factors in the issue of recreational real estate by consumers. To achieve the goal of the paper,
it was necessary to use various background materials consisting mainly of studying suitably
selected professional domestic and foreign literature. We summarized the acquired knowledge
by the following methods and logically arranged it. The paper also used selected methods
using the principles of logical thinking such as abstraction, comparison, analysis, synthesis. To
process the knowledge base, which consists of domestic and foreign sources, we used the
method of abstraction to set aside the most important facts. The method of synthesis revealed
the interrelationships between the various areas of research. Using the comparison method,
the individual data were evaluated together with the respective sexes. Mathematical and
statistical methods were used to process the results of the questionnaire. In this paper, the
author used the method of analysis and synthesis to obtain and process the necessary
statistical data. For better understanding, these statistics were presented graphically in the
form of tables and graphs. The paper contains 4 tables, 4 graphs and 1 figure.

A significant part of the paper consists of primary data, which we obtained based on the
implementation of the survey carried out by a research tool - a standardized questionnaire.
The questionnaire was divided into four separate parts. The questionnaire itself consisted of
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18 questions, of which 6 classification questions, 3 scale questions, 3 dichotomous questions,
3 polynomial questions, 2 multiple-choice questions and 1 selective question. The
questionnaire was created and distributed in electronic form using the Google form to obtain
as many respondents as possible. It was distributed on the social network Facebook in groups
focused on recreational real estate. The survey involved 120 respondents in November. The
respondents were fans of Facebook groups focused on recreational real estate and related
categories. We used the randomisation technique of getting the respondents from these
Facebook groups. With Facebook status, we encouraged people who own recreational real
estate to answer and people who will buy recreational real estate soon. General and logical
research methods processed these data. For a better understanding of the research
participants, we will define the individual demographic characteristics of the respondents in
the following table. An overview of demographic variables is shown in Table 1.

Tab. 1 Demographic variables of respondents

Gender: Age: Residence: Working status:

Female | 51.7% <20 4.2% | Female 51.7% | <20 4.2%

Male 49.3% | 20-29 | 44.2% | Male 49.3% | 20-29 44.2%
30-39 | 20% | Trencin region 6% 30-39 20%
40-49 | 9.2% | Nitra region 5% 40-49 9.2%
50-59 | 13.3% | Banskabystrica region | 5% 50-59 13.3%
60-69 | 8.3%  Zilina region 3% 60-69 8.3%
70> 0.8% | Presov region 10% 70> 0.8%

KoSice region 11%

Educational attainment: Average monthly income:

primary education - 0 - 400,- Eur 17.5%

secondary education with the graduation 35% 401 - 800,- Eur 14.1%

secondary education without the graduation | 0.8% 801 - 1200,- Eur 20.8%

higher education i. degree 10.8% 1201 - 1600,- Eur | 24.2%

higher education ii. degree 50.1% 1601 — 2000,- Eur | 17.5%

higher education iii. degree 3.3% over 2001,- Eur 5.9%

Source: Own calculations based on data from primary research (2021)

In the first part of the research, respondents were asked using a polytomy and question about
their relationship in recreational real estate. The survey involved 63 respondents who own
recreational real estate. Of the total number, this represents 52.5% of all respondents. From
the point of view of gender, female respondents had the upper hand, whose total nhumber of
owners was up to 74.6%. In the second part of the research, respondents were asked using
multiple choice questions and polynomial questions on defined factors influencing decision-
making in the issue of recreational housing, their intensity of influence and preferred housing
options within recreational real estate. These research factors were determined based on
analysis and synthesis by the author of the paper. At the same time, the respondents were
asked about their mutual preferences of selected factors that are more decisive in the issue of
recreational housing. In simplicity, it can be stated that a higher score indicates a higher
intensity of the influence of the factor when deciding on accommodation. In the third part of
the research, we used three dichotomous questions, one Likert scale and one polynomial
closed question to ask about the perception of the current state of the real estate market in
Slovakia. In our chosen case, we record a unified phenomenon, where 40% of respondents
negatively perceive the current real estate market. The recent real estate development is
positively perceived by 17.5% of respondents. Regarding the dichotomous question of current
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real estate legislation perception, we found that 19.17% of respondents perceive it sufficiently.
From the point of view of gender, this is perceived by 61% of female respondents and 39%
of male respondents. Using a polynomial closed question, we asked respondents about their
active monitoring of the current real estate market. From the results, we recorded a
phenomenon where 55.8% of respondents regularly monitor the real estate market in
Slovakia. Female respondents tend to favour regular monitoring of the real estate market. On
average, 61.3% of female respondents regularly monitor the real estate market. From the
point of view of male respondents, this phenomenon represents 50% of respondents who
regularly watch the real estate market.

The author of the article focused on answering the chosen and research questions (RQ):

RQ1: How did the demand for recreational real estate change during the COVID-19 pandemic
in Slovakia and the Czech Republic?

RQZ2: What factors most often influence consumers in solving the problem of recreational real
estate in the defined regions of the Slovak Republic?

The output of the paper will be formulated responses to the results of a survey aimed at
examining the factors, current expectations, as well as the intensity of the impact of
respondents' expectations on the decision-making process in the field of recreational real
estate.

All the findings led the author to a deeper analysis of the measurement of consumer behaviour
in the field of recreational real estate using a comparative, systematic analysis of scientific
literature and statistical data to determine the interrelationships of the researched issues.

3. RESULTS AND DISCUSSION
3.1 Evaluation of researched research question

RQI1: How did the demand for recreational real estate change during the COVID-19
pandemic in Slovakia and the Czech Republic?

Although the pandemic has hit most economic areas economically, we have seen a
phenomenon in which, despite the deteriorating social, economic, and epidemiological
situation, the price level of the real estate market has not changed. This trend has not changed
after many years of regular growth due to the pandemic. In some cases, we have experienced
a momentary stagnation - rental property. However, we recorded a significantly higher
demand for some types of real estate than before the pandemic. We can include recreational
real estate among this type of real estate. Recreational real estate, by its nature, function,
possibilities, and situation, created an effect of interest, which increased the demand of those
interested in buying. The deteriorating epidemiological situation has resulted in restrictive
steps by world governments to protect the public health of citizens. Several general activities
and assemblies have been banned from seeing if this has led to restrictions on movement.
These situations have created the necessary motivators for purchasing recreational real estate,
which by their nature provide sufficient space for self-realisation. In several cases, holiday
properties are in small villages close to nature. This created opportunities for residents of larger
cities who were looking for a necessary place to meet their needs with limited movement or
travel abroad. These facts helped to increase demand, which was reflected in the price levels
for this type of real estate. We recorded the mentioned phenomena in Slovakia and the Czech
Republic. We presented them in graphs and tables for their closer characterisation while
examining them in 2018 - 2021. In the following graph 1 we will describe the average price
per m2 in the mentioned period for recreational real estate in the Slovak Republic. We will

123
https://doi.org/10.18267/pr.2022.kre.2454.12



examine the mentioned price level in individual self-governing regions and the average value
at the national level. The price level data were taken from the statistics of the largest real
estate advertising portal in the Slovak area - nehnutel'nosti.sk.

Graph 1 Average price per m2 of recreational real estate in the period 2018 - 2021 in the
Slovak Republic
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Source: own processing based on Nehnutel'nosti.sk, 2021

The data expressed in the graph 1 confirm the examined phenomenon of a significant rise in
the price level for recreational real estate during the first period of the pandemic. Between
2018 and 2019, the price level of recreational real estate in the Slovak Republic increased on
average by 9% to 547€ per m?. In the period under review, the price level in the Zilina and
Banska Bystrica regions increased most significantly by 12%. The price level in the Trencin
Region increased the least by 2.4%. Comparing the price level between 2019 and 2020, we
recorded a nationwide increase of 41%. The average absolute value reached the level of 1013€
per m2, The PreSov Region grew by 59% to the level of 1147€ m2. The Nitra region also
recorded a significant increase of 52% or the Trnava region by 48%. The smallest increase in
recreational real estate price level in the observed period was recorded in the KoSice Region
when we recorded an average year-on-year increase of 17%. Compared to 2018, we recorded
a more than 100% rise in the Trnava, Nitra, Trencin and PreSov regions. This phenomenon
was most pronounced in the PreSov Region when the average increase in the price level for
recreational real estate was 269% compared to 2018. The national average increase was 47%.
In 2021, we recorded a continuous year-on-year nationwide increase of 2.9%. The year-on-
year price level in the Bratislava Region increased the most by 24.6% to 1682€ m?. In the
Trnava, Nitra, Trencin and PreSov regions, on the other hand, we recorded a continuous year-
on-year decline in the price level by 15%.

To examine the selected issue in more detail, in the following table 2 we expressed the average
price in absolute value for recreational real estate in individual regions in 2018-2021. We took
over the data for the period 2018 - 2019 from the statistics of the real estate advertising portal
nehnutelnosti.sk. The data for 2020 were supplemented based on the assumption of the
President of the National Association of Real Estate Agents of Slovakia (NARKS) Jan Palencar
on the growth of recreational real estate prices for 2020 by approximately 30% (NARKS, 2021).
For the year 2021, we took over the data based on the statistics of the advertising real estate
portal nehnutel'nosti.sk.
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Tab. 2 Development of recreational real estate prices in € in the period 2018 - 2021 in the
Slovak Republic

Region / Year 2018 2019 2020 19/20 2021
Bratislava region 57 000 63 000 81 900 +30 % 126 150
Trnava region 47 000 52 000 67 600 +30 % 83 025
Nitra region 32 000 35 000 45 500 +30 % 57 075
Trendin region 43 000 44 000 57 200 +30 % 68 475
Banskabystrica region 37 000 42 000 54 600 +30 % 65 700
Zilina region 45 000 51 000 66 300 +30 % 81 375
PreSov region 32 000 35 000 45 500 +30 % 75 975
KoSice region 35 000 38 000 49 400 +30 % 67 950
Slovak Republic 41 000 45 000 58 500 +30 % 78 215

Source: own processing based on Nehnutel'nosti.sk, NARKS, 2021

Recreational property prices recorded a regular growth trend until 2020. In 2020, this trend
will become even more pronounced. In 2020, we expected an increase of 30% compared to
the previous year, 2019. In 2019, recreational real estate prices increased by 9% year on year.
The average price of holiday property was 45 000€. At the same time, we recorded above-
average prices in the Bratislava, Trnava and Zilina regions. The highest average price for
recreational real estate was recorded in the Bratislava region at the level of 63 000€. In the
Trnava region, it was at the level of 52 000€, and in the Zilina region at the level of 51 000€.
Considering the assumption of a price increase of 30% in 2020, the average price of
recreational real estate was at the level of 58 €500. Based on this assumption, the order of
the regions does not change and thus the prices in the Bratislava region increased the most
to the level of 81 900€. Subsequently, the Trnava region continues at the level of 67 600€ and
the Zilina region at the level of 66 300€. During the period under review in 2021, we recorded
a continuous nationwide year-on-year increase of 25% to an average level of 78 215€. We
recorded the most significant increase in the PreSov Region by 40% when the average value
of the recreational real estate is at the level of 75 975€. We also recorded a significant increase
in the Bratislava Region, where 35% was recorded, representing the current average value of
recreational real estate at 126 150€. Compared to 2019, this is an increase of 100%. We
recorded the highest growth in the PreSov Region by 108%, representing an absolute value of
75 975€.For a better graphic highlight of the increase in the price level of recreational real
estate in the Slovak Republic during the pandemic period, we can see this increase in the
graph 2.

Graph 2 % change in the price level of recreational real estate in the Slovak Republic
between 2019 and 2021
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The Czech Republic recorded a similarly high increase in bidders, which directly affected the
price level. It is this effect of increasing the price level per m2 that we have expressed in the
following graph 3. Due to historical and geographical similarities, we also examined the
mentioned phenomena in the Czech Republic. We will examine the mentioned price level in
individual self-governing regions and the average value at the national level. The data showing
the price level were taken from the statistics of the largest real estate advertising portal in the
Czech area - sreality.cz. Due to the differences in the monetary system, the data obtained
were converted using the currency calculator of the National Bank of Slovakia, according to
the valid exchange rate in the given period.

Graph 3 Average price * per m? of recreational real estate in the period 2018 - 2021 in the
Czech Republic
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Source: own processing based on data from sreality.cz; NBS, 2021
* prices were converted from Czech crowns to euros using the NBS currency calculator, according to
the exchange rate in individual years / months

The data expressed in the graph 3 confirm the examined phenomenon of a significant rise in
the price level for recreational real estate during the first period of the pandemic. Between
2018 and 2019, the price level of recreational real estate in the Czech Republic increased on
average by 11% to 729€ per m2. In the period under review, the price level in the Karlovy
Vary and Olomouc regions increased the most by 18%. The price level in the Zlin Region
increased the least by 5%. Comparing the price level between 2019 and 2020, we recorded a
nationwide increase of 15%. The average absolute value reached the level of 858€ per m2.
The Pilsen Region grew the most, by 21% to 840€ per m?. The South Bohemian and Hradec
Kralové regions also recorded a significant increase by 20%. The Central Bohemian Region
recorded a year-on-year increase of 19%. The smallest increase in recreational real estate
price level in the observed period was recorded in the Olomouc Region when we recorded an
average year-on-year increase of 8%. Compared to 2018, we recorded the most significant
increase in the Pilsen Region by 32%. In the Karlovy Vary and Central Bohemia regions, there
was an increase of 30% compared to 2018. The nationwide increase in recreational real estate
compared to 2018 was at the level of 24%. The Hradec Kralové Region (27%), the South
Bohemian Region (26%) and the Olomouc Region (25%) also performed above average. In
the first three quarters of 2021, we recorded a continuous year-on-year significant increase of
36%. Vysocina (39%) and Ustecky (39%) got above the mentioned average limit. Pardubicky
(39%), Moravskoslezsky (36%), Liberecky (37%), Karlovarsky (37%), Jihomoravsky (39%)
and Jihocesky region (40%). The year-on-year price level in the Bratislava Region increased
the most by 40% to 1364€ per m2. In the Central Bohemian Region, we recorded an increase
of 32%, while in the period under review the price level was at the level of 1761€ per m?.

To examine the selected issue in more detail, in the following table 3 we expressed the average
price in absolute value for recreational real estate in individual regions of the Czech Republic
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in the period 2018 - 2021. We obtained data for the mentioned period based on RE / MAX
Czech Republic data. Due to the non-uniform common currency between the surveyed
countries, the prices found were converted by the National Bank of Slovakia's currency
calculator, according to the surveyed periods' exchange rate.

Tab. 3 Average price * of recreational real estate in € in the period 2018 - 2021 in the Czech

Republic

Region / Year 2018 2019 2020 19/20 2021
Jihocesky region 39 451 45 519 53 006 +14 % 105 417
Jihomoravsky region 25 988 31 397 31 841 +1 % 124 421
Karlovarsky region 25 515 32110 44 052 +27 % 99 016
Kralovéhradecky region 51 065 67 419 70 404 +4 % 99 575
Liberecky region 67 010 69 539 76 164 +9 % 117 528
Moravskoslezsky region 38 495 38 774 45 651 +15 % 98 831
Olomoucky region 38 205 46 593 51 906 +10 % 95 939
Pardubicky region 37 424 47 312 56 571 +16 % 83 136
Plzensky region 42 741 43 236 50 971 +15 % 100 931
Stredocesky region 73 269 52 345 64 031 +18 % 141 304
Ustecky region 34 077 39 251 48 095 +18 % | 103 640
Vysocina 34511 45 456 51 091 +11 % 87 626
Zlinsky region 56 732 53 950 53 473 -1% 85 946
Czech Republic 45 515 47 146 53 635 +12 % 103 332

Source: own processing based on data from RE / MAX Czech Republic; NBS, 2021
* prices were converted from Czech crowns to euros using the NBS currency calculator, according to
the exchange rate in individual years / months

Recreational real estate prices recorded a regular growth trend until 2020. Only in two (Central
Bohemian and Zlin) regions did we record a negative price growth trend. In 2020, this positive
trend will become even more pronounced. In 2020, the average price of recreational real
estate increased by 27% to the price level of 44 052€. We recorded a significant increase in
the Central Bohemian and Usti nad Labem regions by 18%. In the Central Bohemian Region,
we reached the level of 64 031€, but this was still a decrease of 13% compared to 2018. In
contrast, in the Usti nad Labem Region, it was an increase of 41% compared to 2018 to an
average price level of 48 095€. We recorded a negative trend in 2020 only in the Zlin Region
when a decrease in the average price by 1% to an average price value of 53 473€ was
recorded. The nationwide year-on-year increase represented a price level of 53 635€, an
increase of 12%. We recorded a significant jump in the current year 2021 for the first three
quarters. Interim values are characterized by a high increase compared to previous years. The
year-on-year continuous nationwide increase is at the level of 93%, which represents a price
level of 103 332€. We recorded the most significant year-on-year increase in the South
Moravian Region when prices increased by 291% to 124 421€. We recorded a very substantial
increase in the Karlovy Vary (125%), Moravian-Silesian (116%), Central Bohemia (121%) and
Usti nad Labem (115%) regions. The most significant increase compared to 2019 was recorded
in the South Moravian Region, when the average price level increased by 296% to 124 421€.
We also recorded a significant increase in the Karlovy Vary region by 208% to 99 016€.For a
better graphic highlight of the increase in the price level of recreational real estate in the Czech
Republic during the pandemic period, we can see this increase in the graph 4.
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Graph 4 % change in the price level of recreational real estate in the Czech Republic
between 2019 and 2021
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Source: own processing based on data from RE / MAX Czech Republic; NBS, 2021

RQ2: What factors most often influence consumers in solving the problem of recreational
real estate in the defined regions of the Slovak Republic?

Recreational real estate is a specific segment in real estate, whether due to the legislative,
technical, or the very cultural nature. For this reason, this perception is also specific from the
consumer's point of view, and it cannot be united. The consumer's decision-making process is
made up of his internal and external factors, which are specific to him. Nevertheless, we can
find a breakthrough in the field of recreational real estate. In his research, the author focused
on the most common influencing factors determining the purchase of the recreational real
estate. The factors were chosen based on the author's personal research in the field of housing
in the Slovak Republic, while only the most frequent ones were singled out. The intensity of
these factors was reported using a polynomial closed-ended question. For a better
understanding, the factors were shown in the table 4. In the table 4 we dealt with individual
factors about the selected variables - average measured value, standard deviation, or
Cronbach's alpha with emphasis on the demographic variable - gender.
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Tab. 4 Statistical parameters of selected factors by gender

Gender Female / Male
Factors / Variables Average Standard
measured . ..
deviation
value
Real estate price 3.90 4.10 0.78 0.87
Property location 4.35 4.79 0.36 0.24
Co-ownership of the land 3.06 3.29 1.37 2.67
Property condition 4.08 3.69 0.57 1.34
Property equipment 2.87 2.17 1.69 1.20
Connection to engineering networks 3.69 3.33 0.97 1.42
Human factor (partner, parents, siblings ...) 3.05 2.33 1.46 1.07
Environmental of real estate 2.60 1.36 1.20 0.73
Aesthetic side of real estate 3.56 2.60 1.04 1.05
View from the property (nature, tourist attractions) 3.53 4.10 1.70 0.73
Civic amenities (possibilities offered by the municipality for
recreational activities, infrastructure ...) 3.19 2.45 1.37 0.81
Land size 3.37 3.28 1.45 2.06
Land type (flat, hilly ...) 2.82 3.26 1.82 1.91
Soil type (clayey, sandy...) 2.31 2.19 1.56 0.58
Personal reasons (wage ...) 3.06 2.38 1.80 0.84
Used material for real estate 2.61 3.09 1.45 0.96
Residents of the regions (neighbourhood) 2.58 3.57 1.76 1.62
Property environment (secluded property by the forest) 3.60 4.09 1.56 0.78
Long-term land contract and the right of way 3.16 3.36 2.33 2.45
Availability by car 3.89 3.47 1.64 1.69
Other (Land settlement) 0 1 0 0

Legend: * The closed polynomial question used selects the intensity of the influence (1 = strongly
disagree, 5 = strongly agree)

Source: Own calculations based on data from primary research (2021)

From the data presented in the table 4, we can record respondents' similar perceptions of
some factors and differences. The strongest factor identified by both factors is the real estate
location factor. This factor was strongly positively perceived by male respondents when its
average measured value was at the level of 4.79 and female respondents at the level of 4.35
respondents. Strong positive factors can also include the price, condition, outlook, and
environment of the property. Among such factors, we can also have the factor of accessibility
by car, which was perceived by more positive women in the average score of 3.89. For male
respondents, this point difference reached an average value of 3.47. We noticed the most
significant differences in the Environmental factor aspect of real estate, which generally gained
a small degree of intensity of influence on consumer decisions.

Nevertheless, the average impact rate for female respondents was 2.60 and for male
respondents 1.36. We also recorded high differences in the Aesthetic side of the real estate
factor, which was perceived more positively by female respondents at the level of 3.56 than
male respondents at 2.60. Male respondents perceived the factor of the region (neighbours)
more positively, with male respondents sensing this factor more intensively in the average
value of 3.57 and female respondents in the value of 2.58. We also recorded larger differences
in personal reasons (salary), where the average measured value for female respondents was
3.06 and for male respondents 2.38. We also noted differences in the Civic Amenity factor
favouring female respondents in score 3.19 and male respondents 2.45.

Recreational real estate and decisive factors of consumers in the Slovak Republic
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The understanding of influencing factors in consumer behaviour within recreational real estate
in the conditions of the Slovak Republic is expressed by some similar features across the
demographic variable - gender. However, we must consider that each region is specific in its
possibilities, which also depend on consumer expectations and consumer behaviour.
Nevertheless, after the information obtained, we can define a group of factors that are decisive
in consumers' decision-making process in the Slovak Republic according to their level of
importance. We have summarized these factors in the decision-making process using figure 1.

Fig. 1 Levels of the decision-making process of Slovak consumers in the issue of
recreational real estate according to the nature of factors

Localization and financial factors
Technical factors

Recreational factors
Ownership factors
Other factors (personal, specific, ...)

Source: Authors' own processing based on data from primary and secondary research (2021)

The examined scheme expressed factors according to the discussed importance of the
consumer's decision-making process in solving the issue of recreational real estate. These
factors were arranged logically seldom, with the most important influencing factors being
presented at the very centre of this scheme. Among the most marked decisive factors, which
by their nature present financial and localization factors. These factors have gained a strong
positive decision-making position among all respondents, while they are also generally known
when dealing with real estate in local conditions. We recorded a strong representation of
technical factors, while their intensity of influence differed from the specific region in the
gender of respondents. The presented technical condition of recreational real estate is
intensely individual, especially for this type of real estate. Due to strongly differing internal
preferences, the technical condition of this type of real estate cannot be directly proportionally
proportional. This is directly related to recreational, infrastructural possibilities, a strong
attribute of the already presented personal preferential form of recreational activity. After
understanding these factors, consumers focus on the legal side of real estate. In this species,
we record several forms of combination of total ownership. Since, in addition to the direct
purchase of the real estate, land under the real estate and co-ownership share on the relevant
roads, in the conditions of the Slovak Republic, we primarily encounter a combined form of
ownership as the buyer buys movable and leases land from the municipality on a long-term
contract. On this basis, too, it has a material burden for the passage of vehicles on the relevant
roads. Consequently, there are factors that we have classified as different due to their diversity,
narrow personal preference, and time variability. Here we include the influences of the family,
the immediate environment, various motivators, wishes and others.
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CONCLUSION

The deteriorating epidemiological situation in the world and in our country has created several
new trends and the health side of the community. We have seen a trend of buying holiday
properties in several countries. This trend has been mainly supported by restrictive measures
by world governments to reduce the mobility of the population to slow down the spread of the
new coronavirus. Holiday properties have experienced their price boom similarly to residential
properties across Europe. The aim of this paper was to examine the current state of
recreational real estate in the Czech and Slovak areas with the following definition of the
intensity of the influence of decisive factors in the issue of recreational real estate by
consumers. The article pointed out the current demand trend in the field of recreational real
estate, which has an impact on the increase in the prices of this commodity. On this basis, it
was desirable to use the primary to define the influencing factors and their intensity in a closer
investigation of this issue. Understand the factors that influence these consumers in the issue
of recreational housing, which has also become a desirable topic in the private, public, and
academic world. The necessary challenges are created, which, if properly understood, can be
covered by a correctly set up marketing strategy. Practical knowledge in recreational housing
forms the necessary basis for the future development of theoretical knowledge directly
applicable in the future development of the community.
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Abstract: The main goal of the paper is to define the legal framework for the operation of e-
shops and their mandatory documentation and to identify the limitations associated with the
legislative regulation of the operation of e-shops in the conditions of the Slovak Republic. The
theoretical framework of the article deals with the issue of e-business and e-commerce, the
principle of operation of e-shops and especially the legal framework of e-shop operation in
Slovakia. The empirical part of the paper is focused on the presentation of selected results of
the author's research study examining the legislative restrictions on the construction and
operation of e-shops. The paper results in a discussion on the application of selected problem
areas in the practice of Slovak e-shops.
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INTRODUCTION

E-commerce has become a phenomenon in the recent decades. It has helped bridge the
boundaries of time and space, changed traditional business structures, improved the flow of
goods, capital and information, and helped companies gain a competitive advantage by
effectively reducing costs. However, the impact of e-commerce has gone beyond business
itself and has had a significant impact on every aspect of human activity, such as
manufacturing, employment, education, legal and governmental systems, and many others.
At the same time, it increased productivity, the efficiency of economic operations, reduced the
costs of the economy and affected people's lifestyles. It offers consumers the opportunity to
make purchases almost everywhere, while watching TV, streaming videos and movies on the
Internet and when searching with smartphones. Today, it offers a wide range of home
electronic assistants, not only facilitating the operation of the household but also enabling
immediate purchase. The global COVID-19 pandemic has only accelerated the expansion of e-
commerce to new companies, customers and product types. Today, there is almost no product
that cannot be bought online. In addition to classic product groups such as clothing, household
appliances, pharmaceuticals, footwear and sports and leisure products, food is now one of the
best-selling goods online. In 2020, a total of 14,300 e-shops operated in Slovakia (Heureka,
2021). Even with this number, it is quite obvious that the area of electronic commerce must
be strictly regulated. Not only the creation and operation of e-shops, but also the consumers
rights in online business are governed by several laws. E-shop operators perceive some of the
legal regulations as restrictions, also due to the fact that non-compliance with them results in
the possibility of financial sanctions by the control authorities. Other legal regulations, which
define the scope of mandatory information, on the other hand, are perceived as an aid for e-
shops themselves in reaching their customers and implementing marketing activities. The
scientific contribution is based on the above facts, the aim of which is to define the legal
framework for the operation of e-shops and their mandatory documentation and to identify
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the limitations associated with the legislative regulation of the operation of e-shops in the
Slovak Republic.

1. LITERATURE REVIEW

The concept of electronic commerce, or e-commerce, is closely connected with electronic
business, i.e. e-business. The meaning and understanding of these terms have often been
debated. According to Gala (2015, p. 45), these concepts already differ considerably: "while
in the past e-business corresponded to e-commerce and was understood as e-shops or
reservation systems, today the field of e-business is much more extensive and aims to increase
efficiency internal and external processes in the company, and this term includes activities of
marketing, sales, customer relationship management, but also, for example, technology
development and management'. The basic premise is the use of information and
communication technologies to support and manage the company's activities (Solomon, 2019).
Today, online stores and reservation systems are referred to as e-commerce. E-commerce can
be considered a subset of e-business. According to Suchanek (2012, p. 10): "e-business is
perceived in terms of all business and production activities, which include all operational and
technological-administrative activities and e-commerce as activities focused on the exchange
of goods or services”.

In the online environment, e-shops are a substitute for the "brick and mortar" shops of the
real, physical world. They work on a similar principle, where the customer in a certain
specialized store, e-shop chooses goods and pays for them using various payment methods.
Unlike the "brick and mortar" shop, the goods are not sold directly to his hands, but are then
sent to the logistics service used by the e-shop. Another way to use online shopping is through
research (Khurana, 2019). The customer comes to a "brick and mortar" shop with a certain
product focus in order to see the product, test the quality of workmanship, materials and the
like. Then he searches for the product online and orders the product at a lower price through
e-shops. The situation is also the opposite when "brick and mortar" shops provide discounts
on a large number of goods, from which the customer chooses online and comes to the "brick
and mortar" shop to buy the product (Plunkett, 2018).

E-shop is the most common form of e-commerce in which all business activities are transferred
from the "brick and mortar" shop to its electronic form. To use the e-shop, it is necessary to
use internet technologies and convert the business model of the "brick and mortar" shop into
an electronic form (Havlicek et al., 2008). According to the economic lexicon, Kollman (2016)
defines an e-shop as “e-shop that offers opportunities to initiate and support transactions and
process them electronically in full. It is a platform on which providers present their goods or
services and the interested party has the opportunity to obtain information about the
products”. In both "brick and mortar" stores and e-shops, customers are offered a
comprehensive range of goods, which reduces search costs on the demand side. The e-shop
in its narrower sense, typically perceived by the general public, is very easy to understand. It
represents everything that has been possible in "brick and mortar" stores until now and
replaces services that require the physical presence of customers and employees.

In addition to the actual sale of products or services, virtual online stores also replace a wide
range of services that have been provided to customers by employees of companies and
resellers. When a customer needs advice, e-shop operators often integrate a chatbot or online
consultant into their systems and websites to respond to the customer's requests in real time
(Hanulakova, 2021). A necessary part of every e-shop is a detailed description of the products
that are sold to customers. On the one hand, the customer receives a guarantee for the goods
he buys and certainty about the information he receives and on which he can rely in the event
of a complaint, on the other hand, there is no need for staff training as is necessary in the
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case of stone shops. According to Gburova and Fedorko (2018), "e-commerce has become the
standard and is a very good alternative for carrying out business activities between different
types of entities".

Doing business through the e-shop has been a very popular form of trade for a relatively long
time, and its popularity is constantly growing, even with regard to the current situation due to
the COVID-19 pandemic and restrictions on the physical market. The operation of the e-shop
has its specifics. The first is that the seller does not physically meet the buyer, who in most
cases is a consumer. The e-shop must therefore contain clear, concise and well-arranged
information about the seller's products and services, which it provides in order to replace
personal contact enabling the provision of additional questions. The e-shop must therefore
contain answers to all common questions that the buyer might otherwise ask before buying in
the store.

In the Slovak online environment, the operation of the e-shop is specially regulated. A natural
or legal person may establish and operate an e-shop, and the legal basis is regulated in
particular by the following regulations:

e Act No. 22/2004 Coll. on electronic commerce, as amended,

e Act No. 102/2014 Coll. on consumer protection in the sale of goods or provision of
services under a distance or off-premises contract, as amended,

e Act No. 18/2018 Coll. on the protection of personal data, as amended.

In addition to the obligations arising from these legislative norms, the business activity itself
is regulated by other regulations concerning the establishment of the company or trade that
will operate the e-shop, or concerning accounting and taxation.

Of course, although the above-mentioned legal regulations regulate special rules that must be
observed when operating an e-shop, this does not mean that other basic standards arising
from the Civil Code, the Commercial Code, the Trade Licensing Act or the Consumer Protection
Act apply to e-shops. do not apply. If the above-mentioned, so-called special legal regulation
does not provide answers to some questions, it is necessary to draw on general rules, such as
for limitation, debt collection, general requirements of the purchase contract, etc.

The manner and requisites of concluding contracts as well as the right to withdraw from the
contract in the environment of e-shops are regulated in particular by Act No. 22/2004 Coll. on
Electronic Commerce and Act No. 102/2014 Coll. on consumer protection in the sale of goods
or provision of services under a distance or off-premises contract. According to them, the seller
is obliged to create a basic information framework concerning the technical side of concluding
the contract. Not only because of the rules of personal data protection, but also, for example,
to facilitate the recovery of the claim, it is essential that the contract always contains the
correct data of all parties.

When operating an e-shop, personal data is inevitably processed. Therefore, each operator
must also ensure compliance with the rules of personal data protection, the so-called GDPR.
In 2018, a new Act No. 18/2018 Coll. was adopted in the Slovak Republic. on the protection
of personal data, which has changed many established standards. Today, for example, it is no
longer the case that personal data is processed only when it comes to at least three different
personal data. According to the said Act, the processing of personal data means their
acquisition, storage, retrieval, recording, use, provision, dissemination, etc. This means that it
is about any handling of personal data. Personal data is identification data that allows you to
specify a person. In practice, it is necessary to imagine such information on the basis of which
it is possible to clearly identify who it concerns. E-shop operators mainly process the personal
data they obtain when registering their customers, resp. when concluding distance contracts,
such as name, surname, date of birth, address, personal telephone number, private e-mail,
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etc. As the e-mail address is also considered personal data, the operator must work with the
information only in accordance with GDPR rules.

2. METHODOLOGY

In the process of elaborating the scientific contribution, various methods of scientific research
were used, which enabled the fulfillment of the primary goal by solving the partial goals. Of
the methods used, the following can be mentioned in particular. The content analysis of
available theoretical sources of domestic and foreign origin and the comparison of these
findings contributed to the creation of a knowledge base in the field of e-commerce and e-
shop operation. Comparison of theoretical knowledge with practical experience in building e-
shops. The basic basis for this comparison was the implementation of empirical research. The
authors carried out the research study “Legisiation of e-shops SK - LESK 2021" during the
months of June to August 2021. The aim of the research study was to identify legislative
restrictions in building and operating an e-shop in Slovakia. The intention was not only to point
out the problematic areas that are regulated by legislation, but also to find out how e-shops
prepare basic mandatory documents related to their operation. The research study also offered
a general view of real sanctions for non-compliance with legal guidelines. The data for the
needs of the research study were collected through a standardized online survey on a sample
of 114 e-shops based in the Slovak Republic. Synthesis of knowledge from the realized
empirical research and subsequent use of the /nduction method in the identification of
legislative restrictions and the deduction method in the design of recommendations for the
elimination of the identified restrictions for e-shop operators.

3. RESULTS AND DISCUSSION

This section of the article "Results and Discussion" is divided into two parts. In the first part,
the authors present the results of a research study, which was a prerequisite for the
subsequent determination of restrictions in the operation of e-shops in Slovakia. The authors
focused on comparing theoretical knowledge with real experiences of Slovak e-shops. The
results of the research study led to a discussion of how legislative restrictions are perceived in
practice and how e-shop operators can deal with them. The research study was larger than
can be mentioned in the article. The authors therefore offer selected results in the form of
graphs as well as selected problem areas from the discussion.

3.1 The main findings from the research study

The standardized online questionnaire used in the research study offered respondents a set of
questions, the answers to which brought interesting and inspiring findings. The introductory
question focused on evaluating the importance of legislative regulations for the operation of
the e-shop. The answers showed that e-shops consider Act No. 18/2018 Coll. on the protection
of personal data (so called GDPR Act) and Act No. 102/2014 Coll. on consumer protection in
the sale of goods or provision of services under a distance or off-premises contract to be the
most important legal regulation affecting their business. The results are understandable from
a practical point of view, because these two regulations significantly regulate the conditions
that e-shops must ensure in their business. The distribution of answers to the first question is
shown in the Figure 1.
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Fig. 1 Distribution of answers to the question "Assess how important the legislative
regulations are for the operation of your e-shop” (n = 114, average value)
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Act No. 18/2018 Coll. on the protection of personal data

Act No. 102/2014 Coll. on consumer protection in the sale of goods
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Act No. 22/2004 Coll. on e-commerce n

Act No. 40/1964 Coll. Civil Code

m average value from the scope of evaluation: 1 - the most important legislative regulation to 5 - the least important
legislative regulation

Source: results of the research study carried out by the authors

As indicated in the literature review, e-shop operators are bound by several legal obligations.
The second question in the questionnaire was aimed at finding out how e-shop operators
perceive these obligations. Respondents were asked to assess the limitations of these
obligations. In particular, they perceive the e-shop's business conditions, the notification
obligation in the event of a personal data breach and the consent to the processing of personal
data in accordance with the GDPR in a very restrictive manner. The least limiting for them are
the information obligations, which are already a kind of standard, the fulfillment of which
actually helps in presenting the offer and the e-shop operator himself. The distribution of
answers to the second question is shown in the Figure 2.

Fig. 2 Distribution of answers to the question "Assess what significant restrictions on the
operation of your e-shop are these obligations" (n = 114, average value)
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Source: results of the research study carried out by the authors

Legislation related to the business of e-shops implies the need to prepare mandatory
documents. It goes without saying that these mandatory documents must comply with the
requirements set by law, and therefore it was assumed that e-shops left their elaboration to
external companies. Well, the results do not indicate that. It is clear from the answers that
most e-shops have prepared the required documents themselves. The results showed that e-
shops, which had a mandatory documentation prepared by an external company, are
characteristic that they were created only recently, a maximum of 5 years ago. An overview
of mandatory documents and the method of their preparation is shown in the Figure 3.

Fig. 3 Distribution of answers to the question "Indicate how you created the following
mandatory documents of your e-shop" (n = 114, number of answers)
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General Terms and Conditions 86 28
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Complaints Procedure
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Web interface usage conditions

m Processed intemally w Processed extemally

Source: results of the research study carried out by the authors

The answers to the previous questions could be marked by a subjective perception of the
limitations that come with the legislative regulations of e-shop business. Failure to comply with
the obligations also entails sanctions arising from the law. Therefore, the final questions
concerned whether the respondents were affected by sanctions during the operation of the e-
shop and whether sanctions were imposed on them. The amount of the sanction was not
determined, but the e-shops were subsequently required to determine which statutory
obligation the sanction applied to. Almost 70% of e-shops did not meet with penalties for non-
compliance, 19.3% of e-shops met with penalties and 12.4% of e-shops were also provided
with sanctions for non-compliance with legal obligations. E-shops, which have been penalized
for non-compliance with legal obligations, commented on the reasons for the sanction in the
last question. The sanction most often concerned irregularities in the general terms and
conditions (40,3%), the instruction on personal data protection (24,2%) and the complaints
procedure (16,1%).

3.2 Discussion

The basic findings from the respondents' answers created a suitable basis for the subsequent
analysis of problem areas and the preparation of recommendations for the effective elimination
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of their negative impact on the business of e-shops and to avoid inconsistencies in the creation
of mandatory documents. Therefore, the next text deals with a closer description of those
areas that e-shops perceive as problematic and restrictive - terms and conditions of business,
notification obligation in case of breach of personal data protection and consent to the
processing of personal data under the GDPR.

As such, terms and condiitions of business are in fact not mandatory by law, but there are a
number of information obligations towards consumers, which e-shop operators fulfil with the
help of them. In addition to mandatory information for consumers, the terms and conditions
of business may also regulate various rights and obligations between the e-shop operator and
the customer, rules for participation in consumer competitions, rules on personal data
protection, etc. In practice, e-shop operators often draw inspiration from competitors,
conditions on other websites or use various model documents when formulating terms and
conditions of business. The results may be incorrect formulations and subsequent sanctions
imposed by the Slovak Trade Inspection Authority. It is important not to underestimate the
preparation of terms and conditions of business and to use consultations with experts and
specialized companies in particular, which can often be a faster and ultimately cheaper
solution. The research study showed that e-shops most often create terms and conditions
themselves, without consulting experts, which is not an appropriate solution in terms of
possible sanctions. Mandatory requirements of the e-shop terms and conditions of business
represent information that the e-shop operator must notify the consumer before concluding
the contract (before accepting a binding order).

As for another problem area, the obligation to report personal data breaches, this is evaluated
in practice depending on the specific circumstances and seriousness of the case. As a rule, it
comes into consideration only in the more serious cases, where such a violation may lead to a
risk to the rights of a natural person. When notifying the Office for Personal Data Protection,
only the probability of a risk to the rights of individuals is sufficient. The operator of the e-
shop must assess the level of risk to the rights of individuals in order to take effective action
to remedy the personal data breach and also to assess whether and to whom the breach is to
be reported. In practice, the e-shop operator can assess the level of risk according to the type
of personal data breach (e.g. disclosure of sensitive personal data has other consequences
such as data loss), type of personal data processed (e.g. whether the information stored by
him does not contain special categories of personal data such as health condition of the data
subject), the volume of personal data processed, the severity of the consequences for the data
subjects (property damage, loss of reputation, physical injury) and, for example, according to
the number of data subjects and the possibility of their identification. Each case of personal
data breach must be documented by the operator, including the facts related to the personal
data breach, its consequences and the corrective measures taken. The operator is obliged to
report personal data breaches in addition to the Office and the person concerned, if the breach
may lead to a high risk to the rights of individuals. It is clear that in practice the application of
these guidelines is a concern. The risk assessment is up to the e-shop operator itself and no
precise procedure is specified. For each, a particular risk has a different weight and a different
danger or degree of damage. In case of doubt about the occurrence of a notification obligation,
the operator should take the opportunity to report the breach preventively. The Office for
Personal Data Protection often issues methodologies or recommendations in order to guide
the procedure of liable persons in practice, and this is also the case when fulfilling the
notification obligation. Therefore, it is appropriate for operators to regularly monitor the
Office's website.

Another problem area was the provision of consent to the processing of personal data. Act No.
18/2018 Coll. on the protection of personal data does not stipulate any prescribed form for
this consent. However, in § 14 (2), it states that consent must be distinguished from other
facts (in order to prevent the person concerned from being overlooked) and must be expressed
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in a clear, comprehensible and easily accessible form. At the same time, according to § 14 (1),
the operator is obliged to prove the consent obtained by the person concerned, and therefore
it is not sufficient in practice to obtain consent only in oral form (thus, the written form of
consent (paper or electronic) comes into consideration. In the case of so-called electronic
consent, the consent to the processing of personal data must be provided by a deliberate act
of the person concerned. This is most often done in practice by clicking on the box with the
appropriate text: "I agree to the processing of personal data" (when registering on the e-shop
website). In the event of a legal dispute, the burden of proof to prove the valid consent of the
person concerned and also the fulfilment of the information obligation before obtaining the
consent always lies with the e-shop operator. In practice, procedures such as a pre-checked
box in electronic form or the inclusion of consent in the contract or e-shop terms and conditions
should be avoided. In practice, there are also facts where the operator can process personal
data without the consent of the person concerned. This is the case, for example, when fulfilling
the legal obligation of the operator, i.e. personal data are processed on the basis of a special
law (e.g. Labour Code, Social Insurance Act) or an international agreement by which the Slovak
Republic is bound. Another case is the purpose of the contract to which the person concerned
is a party or the purpose of the legitimate interest pursued by the operator or a third party (a
legitimate interest exists if there is already a relationship between the operator and the person
concerned, such as an employment contract).

CONCLUSION

Innovations in information and communication technologies have created a digital revolution
that has changed the way the world works, communicates and trades. New technologies, a
growing number of Internet users and new characteristics of the online consumer behaviour
have a significant impact on e-commerce. In recent years, e-commerce has become part of
the daily lives of people who increasingly prefer to order goods from home before visiting a
stone shop. The main attraction for consumers are increased convenience, greater choice and
lower prices. Therefore, e-commerce is constantly growing strongly and is affecting the social
and economic growth of countries. On the one hand, e-commerce technologies have helped
countries accelerate their economic growth and provide more opportunities for business
growth, but they have also created many challenges and effects in many areas of society.
These problems include, among other things, the area of legislative regulations for doing
business in the online environment and the operation of e-shops.

A practical view of possible problem areas perceived by e-shop operators in the Slovak Republic
pointed to the fact that legislative regulations related to their business in the online
environment primarily protect consumers and thus their customers. However, it must not be
forgotten that practical compliance with obligations protects companies themselves in
particular. In conclusion, it can be stated that the Slovak legislation in the form of laws focused
on e-commerce itself, consumer protection in the online environment and personal data
protection does not deviate from the framework of comparable legislation related to traditional
forms of business. Given the real impact of the laws in question, the perceived limitation can
be understood more as a subjective perception of the potential threat, which in practice can
be eliminated by vigorous compliance with the established obligations.

The article pointed out the perception of problem areas by Slovak e-shops. But the future will
bring another problem in 2023, when we say goodbye to 3rd party cookies. These identify
users on the Internet and, by tracking the web activity of these users, allow e-shops to target
ads on the Internet more accurately. This information is stored directly by the user's web
browser and is collected and shared across domains. From a data point of view, their abolition
will be critical in the field of data marketplace, especially in the case of programmatic
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purchasing and data management, ie the way in which individual platforms exchange user
information and use it for ad targeting, retargeting, frequency determination and ad
intervention . This will create space in the future to investigate the impact of e-shops.
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Abstract: Calculation of social costs of gambling is a widely used analytical tool to measure
(often negative) impact of consumer (gambler) behavior to society. However, this tool is very
often burdened with biases, inconsistent methodology and, most of all, incompatibility with
well-established and widely used economic concepts. Along with comprehensive review of
different approaches to the calculation of these costs we use economic approach to revise the
most influential Czech study done by Winkler et al. (2014; 2017). Using this improved
approach, we were able to reduce authors’ sum of social costs by 84% (from 541.6—619.6
million EUR to 88.6—99.9 million EUR), although there are still other costs that have to be
taken into account for a complete picture of impacts on society. The objective of the paper is
not to downplay the impact of gambling but to provide better foundations for comprehensive
evaluations of its effects and suggest routes for further improvement of the analysis.
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INTRODUCTION

Together with the tobacco and alcohol industry, the gambling industry is generally a negatively
perceived sector, mainly because of behavior of its consumers and its social impact. It is true
that it is one of the sectors of the entertainment industry which also brings considerable
amount of money to state budgets, yet it also poses a certain risk of addiction on players.
Once addiction is established, (pathological) gambler's behavior affects not only himself, but
also his or her family and, through associated effects, society as a whole. Since 1990s there
has been an ongoing debate about an effective regulation of this social ill (see Eadington
(2003)).

A very popular and widely used analytical tool to assess the impact of gambling on society is
the calculation of social costs. However, these calculations often suffer from many problems,
in particular fragmented methodology, inconsistent assumptions and sometimes even biased
results. Another problem is that although the problem in question is predominantly of economic
nature (as costs, benefits or externalities are standard economic concepts), researchers
attempting to do the calculations of social costs are often addictionologists and there is a
significant lack of proper economic calculations of social costs of gambling (Walker, 2013).
Thus, even the most cited and the most influential studies in the field are overwhelmingly
inconsistent or simply incorrect when it comes to using the concepts and conducting the
calculations. Although economics is not the only relevant scientific discipline to study the
effects of addiction, its well-established toolkit and value-free nature of its inquiry (as opposed
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to addictionologists, see Eadington (2003)) make the most suitable discipline to talk about
external side-effects of human behavior. Economics is also concerned with the study of the
impact of various policies.

Therefore, our research represents a push towards more economically robust and meaningful
calculation of the social costs of gambling. In the paper we will revise the most ambitious and
influential Czech study examining such costs — study done by Winkler et al. (2014; 2017) which
had a significant impact on the most important piece of regulatory legislation in the field as it
was featured in explanatory memorandum of the Czech Lottery Act (Act No. 186/2016 Coll.).
After comprehensive review of relevant literature and obstacles that social costs researchers
are facing in part 1 of the paper, in part 2 we will introduce more consistent methodology
which we will use in part 3 to correct the overall sum of social costs of gambling. We will not
calculate costs ourselves, as it goes beyond the scope of this paper. Part 4 concludes the

paper.

1. LITERATURE REVIEW

Already the very first essential point of the analysis of various authors — the definition of social
costs — is problematic from an economic point of view. For example, one of the most cited
studies done by Australian authors of the Productivity Commission (1999; 2010) defines social
costs as “the benefits and costs that are relevant as a basis for possible government
intervention in private decisions” (chapter 4, box 4.1). However, definitions of this kind are
circular — as Eadington (2003) correctly points out, virtually any information can serve as a
basis for possible government intervention. A common (and understandable) practice of
researchers of the social costs of gambling is to adopt definitions and methodologies from
research on the social impacts of the tobacco and alcohol industries. For example, the
pioneering study by Ladoceur et al. (1994) adopted the model of economic cost of alcohol
abuse by Rice et al. (1991). An often-adopted definition of the social cost of gambling is that
of the social cost of smoking in Markandya and Pearce (1989): the private cost is borne by the
consumer or producer, the social cost by society. The focus is generally on those “unconscious”
costs of consumers that cause the most social costs. However, it is still a rather vague
definition, which has been adopted by, among others, Collins and Lapsley (2003) in their widely
cited paper. Among the Czech studies, particularly relevant is the study by Winkler et al. (2014;
2017), which was the first sophisticated attempt to identify and calculate the social costs of
gambling in the Czech Republic. In their original 2014 study, which served as one of the main
bases for the explanatory memorandum of the Lottery Act (Act No. 186/2016 Coll.), the
authors again used a rather vague definition of social costs: /osses caused to society as a result
of gambling. Some studies (e.g. the aforementioned study by Ladoceur et al. (1994)) do not
deal with the definition of social costs at all and only list the categories of costs that are then
subsequently calculated. Without a much more rigorous approach that economics offers
arbitrariness of the calculations cannot be avoided.

A definition of social costs that is anchored in economic theory and compatible with economic
analysis has been provided by Douglas Walker (in particular in Walker and Barnett (1999) and
Walker (2003)). A social cost arises when an activity results in a situation where a member of
society is worse off without anyone else being better off. Walker and Barnett (1999) add that
a good measure of such a cost is the transfer required to compensate the member of society
who is worse-off. In his 2003 study Walker developed his definition of social cost in a
microeconomic context and illustrated the example of social cost in the case of theft as
described by Gordon Tullock (1967). If a thief steals an item, the value of the item is not a
social cost, as its value has not disappeared from society (as it is just a transfer). The social
cost could be the stress, the need to acquire a lock, the expense of acquiring a security system,
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etc. This social cost can be represented, for example, by the value of unproduced goods due
to the need to produce locks, security systems, etc. Furthermore, such social cost can be
represented by, for example, the value of unproduced goods due to the need to produce locks,
security systems, etc. (Walker, 2003)

In current literature, however, such standard economic understanding is still not the norm —
the authors of social cost analyses are mostly addictionologists and other medical
professionals. Their studies then suffer from this lack of appreciation of economics. Walker
(2007) and Eadington (2003) point out in detail the biases that such studies suffer from. Most
often, such studies suffer from biased methodology or inflated sums of resulting social costs
— Walker (2007) mentions, for example, the work of Grinols and Mustard (2006) or Kindt
(2001) in this context. An extreme case is the concept of abused dollar and sin good, where
any activities in the context of gambling are taken a priori as harmful (see Gross (1998) and
Grinols (2004)). Of course, studies can also be biased in the opposite way, underestimating
the harmful effects of gambling, see e.g. Anderson (1997).

There are two more issues related to these biases and to assumptions about the social costs
of gambling that are often not reflected in the addiction literature — the issue of the social
benefits of gambling and the rationality of the gambler.

In terms of the social benefits of gambling, although it is a negatively-perceived industry, the
gambling industry as a form of entertainment also provides benefits to society (Colins and
Lapsley, 2003). The most commonly considered social benefits of gambling are consumer
surplus (see e.g. Productivity Commission, (1999; 2010), Walker (2003), Rockloff et al.
(2019)), labor market benefits and product variety (see Walker (2007)). The omission of
calculating social benefits can be understood in the case of cost-of-iliness studies — which focus
more on the harmfulness of a given activity (gambling, alcohol, drugs, etc.) — but not in the
case of the economic approach. This approach should assess the overall impact of an activity
(e.g. through cost-benefit analysis), especially in the case of large influential studies that affect
policy-making. For example, the authors of the above-mentioned Australian study done by
Productivity Commission (1999) calculated social benefits however they did not take them into
account in the overall evaluation, justifying by the argument, that it is impossible to
compensate for the losing groups, i.e., pathological gamblers. In a similar manner Winkler et
al. (2014) did not calculate social benefits at all because, in their view, the data cannot be
cleaned of irrationally seeded money. One recent attempt to do so is a study by Rockloff et al.
(2019) that calculated the social benefits of gambling in Tasmania. To see how misleading it
can be not to include social benefits to the calculation is when we realize that some authors
have even concluded that the social benefits exceed the costs, e.g., Walker and Sobel (2016),
Chhabra (2016) or, paradoxically, the Productivity Commission (1999) study.

Rationality of a gambler, let alone pathological one, is a rather complex issue. Many
addictionologists dismiss rationality of gamblers as implausible or unrealistic in the first place
(e.g., Productivity Commission (1999; 2010), Auld and Grootendorst (2004) and also Winkler
et al. (2014)). In the context of economics, this issue is not so clear-cut as there are two
concepts to consider: the neoclassical concept of homo oeconomicus (i.e., man is a utility-
maximizing individual) and the behavioral concept of bounded rationality (man is limited in his
perception by his imperfect cognitive abilities, see for example Gigerenzer and Selten (2002)).
For example, according to the Productivity Commission (1999; 2010), a pathologically addicted
individual is unable to consider the “true cost” of his behavior and in such a situation authors
question the concept of voluntary decision-making altogether. However, in an economic sense
it would be a mistake to dismiss the rationality of gamblers, even addicted ones. (Walker and
Barnett, 1999) In this context the decision to (not) participate in the game is purely rational,
as it is made knowing the possible outcomes and benefits. Even in the case of the subsequent
emergence of addiction, this decision was rational because risk does not automatically imply
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irrationality — even in hindsight. Furthermore, as Ludwig von Mises (2006, p. 18) emphasizes,
it is difficult to find scientific reasons for declaring the individual as a prioriirrational and decide
on his behalf what is best for him. Given subjectivity of utility and hence costs in economics,
it is utterly impossible for an outside observer to assess true costs to the acting individual.
Becker and Murphy (1988) introduced their model of rational addiction which shows that
actions of addicted individual are compatible with microeconomic theory (see also Mobilia
(1993)). Although this model has been criticized by the Productivity Commission (1999; 2010)
and by Auld and Grootendorst (2004), it remains the most sophisticated description of
addiction in purely economic terms.

Because of all these issues, the methodology for determining and calculating the social costs
of gambling is highly inconsistent and often fragmented (see Wynne and Schaffer (2003)),
and hence the results of individual studies are quite difficult to compare as they typically
include different lists of categories (vaguely linked to the concept of social welfare) and their
often problematic enumeration. Thus, the influential study by Ladoceur et al. (1994) included
in the sum of social costs the costs of treatment and related services, money wagered, debts,
employment effects (reduced work productivity, absenteeism, etc.), correlation with other
addictions (e.g. alcoholism), and illegal activities related to the financing of gambling. The
authors of the study, who were the first to come up with such calculation in the context of
gambling, calculated a specific amount based on data from 60 anonymous gamblers
interviewed in four Canadian cities. Another noteworthy calculation was made by Thompson
et al. (1997), who included in the social costs the effects on employment (lost work hours,
unemployment benefits, and lost productivity), debt, justice costs (including prosecution,
arrest, incarceration, etc.), therapy costs, and government transfers. The Productivity
Commission (1999; 2010) study — being the main inspiration for Winkler et al. (2014; 2017)
and other authors — included financial costs (family debt and bankruptcies), effects on
productivity and employment, crime (theft, lawsuits and incarceration) personal and family
impacts (divorce and separation, depression, suicide) and treatment costs. Schwer et al.
(2003) included virtually all of these categories in their sum of social costs. One of the more
recent attempts to unify the methodology is the British study by Wardle et al. (2018).

Eadington (2003) stresses the economic approach to the issue and sets out six main issues
involved in calculating the social costs of gambling: (1) it is very difficult to assess whether the
impacts are solely caused by the gambling, (2) certain types of costs are very difficult to
conceptualize and categorize, (3) private costs need to be distinguished from social costs, (4)
in addition to the difficulty of conceptualization, these costs are difficult to measure or
calculate, (5) for some costs there may be weak or non-existent methods to measure them
(e.g. costs related to suicide), and finally (6) studies measuring the social costs of gambling
should have a policy objective and they should compare it with the state of nature. Therefore,
it is important to compare, for example, the social costs of the situation before the Lottery Act
("natural state”) and the situation after the introduction of the law.

2. METHODOLOGY

An economically robust methodology was proposed in the study Walker and Barnett (1999)
and Walker (2007). Apart from working with correct definition of social costs and assuming
rationality of (even pathological) gamblers, their methodology could be summarized by those
four principles. First, the value of the monetary transfer — the mere transfer of money from
one individual to another — does not count as a social cost, since society has not lost that
amount. Thus, from an economic point of view, the value of the debt or the money forfeited
cannot be included in the social cost category. However, it is possible to include secondary
costs that would not otherwise have been incurred — e.g. the cost of collecting the debt.
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Second, internalized costs cannot be considered as social costs. This eliminates often-used
items such as lost productivity or lost employment — both costs are borne either by the gambler
(through lower wages) or by the employer, who is in a voluntary contract with the gambler
and can compensate with lower wages or by finding a new employee. Various authors include
the emotional and psychological costs borne by the gambler's family but these costs are very
difficult to calculate. The third principle is the distinction between technological and pecuniary
externalities. Only technological externalities that reduce the ability of an entity to produce the
same amount of product as before (e.g. the need for a restaurant to soundproof its windows
because of a neighboring casino) should be counted as social costs. In contrast, pecuniary
externalities, e.g. competitive pressure on restaurant prices caused by the casino, are a natural
market process and not a social cost.

The last and most difficult problem is the evaluation of comorbidities. Comorbidities in a
medical context are common causes of a given problem, which in the case of gambling can
be, for example, depression. It is extremely difficult to determine the direction of causality —
whether depression is to blame for gambling problems or whether gambling is to blame for
depression. This problem could be illustrated by the Thompson et al. (1996) study which found
out that out of the 98 Gamblers Anonymous (GA) members surveyed in Wisconsin, 30 admitted
to alcoholism, 25 admitted to compulsive shopping, 22 admitted to binge eating, 14 admitted
to drug problems, and four admitted to depression. Consequent research by WEFA (1997) in
Connecticut produced very similar results on sample of 112 local GA members. The authors of
the Productivity Commission (1999; 2010) solved this comorbidity problem for example, by
simply discounting certain cost categories by a certain percentage. Walker's and Barnett’s
perspective was criticized by McGowan (1999) and their quite illustrative discussion is
summarized by Smith and Wynne (2000).

Therefore, Walker's methodology can serve as a basis for the revision of social costs of other
researchers. Walker and Barnett (1999) themselves revised the calculation of the Thompson
et al. (1997) study and were able to reduce the calculated annual social cost per pathological
gambler from $9,469 to $2,974. Moreover, according to the authors, this amount is not final,
as adjustments for comorbidities would still need to be included. In the case of the study by
Schwer et al. (2003) examining the social cost per pathological gambler in Las Vegas, Walker
(2007) was able to reduce the social cost from $8,207 to just $881. Using Walker’s principles,
Eadington (2003) reduced the total annual social cost of gambling calculated by the
Productivity Commission (1999) study from AUD 1.8-5.6 billion to less than AUD 100 million
(mainly due to the high share of internalized costs).

Following this line of research, the study by Winkler et al. (2014; 2017) — mainly the more
recent 2017 study — will be reviewed. This study stands as the most important and most
influential attempt to calculate social costs of gambling in the Czech Republic. It is also the
first such study to do so in the whole region of Central and Eastern Europe.

The underlying assumptions of the authors, the definition of social costs, the approach to
rationality, and the overall consistency and compatibility with the findings of economics will be
discussed in the context of aforementioned studies and perspectives. In particular, the
calculations of the social costs themselves and their compatibility with an economic approach
to the issue will be reviewed. Specifically, Walker’s methodology described in Walker and
Barnett (1999), Walker (2007) and Eadington (2003) will be applied. The four principles
mentioned in Walker's studies will be used: (1) non-inclusion of transfers, (2) non-inclusion of
internalized costs, (3) non-inclusion of pecuniary externalities, and (4) inclusion of
comorbidities. Just as these studies have revised the calculations of previous authors, this work
will result in a corrected sum of the social costs of gambling in the Czech Republic.
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3. RESULTS AND DISCUSSION

Winkler et al. (2017) misunderstand several basic assumptions about gamblers and the
gambling itself. Authors consider gambling to be a “zero sum game” (p. 1294), but at the same
time they state that “[flor many people, gambling is a form of entertainment’. From the
technological point of view the gambling indeed is a zero-sum game (if one loses $100 another
gains $100) but not in the economic sense. Analogically to any exchange, all participants —
buyers and sellers — expect to benefit. If the transaction is voluntary (which is somewhat
discussable in case of pathological gamblers, but not in case of ordinary players) it gives the
player utility as a form of entertainment, the player also has consumer surplus from the game.
That is true even if the player suffers a loss at the end of the day. By willingly (often repeatedly)
entering the game, the player demonstrates by his actions that he values the enjoyment of
the game (with the risk and pay-off involved) more than the money wagered, even knowing
the possible outcome of losing. This is after all the essence and attraction of the game.

Since their 2014 study authors updated their vague definition of social costs (mentioned above)
to more economically consistent form: “[...] social costs arise only when some activity leads to
society as a whole getting poorer. That is in cases where any individual or group of individuals
Is losing without anyone else gaining.” (p. 1295). Yet, correct definition notwithstanding, a
crucial problem arises with proper categorization of concrete types of social costs.

The authors do not explicitly discuss the rationality of gamblers, but we see another
progression from the 2014 paper. In 2014 they rejected rationality quite strictly; in @ more
recent paper they suggest a softer approach: “ problem gamblers can be considered to behave,
at least to a certain degree, irrationally” (p. 1295).

Regarding the methodology of calculation of social costs, authors adapt the methodology of
Productivity Commission (1999; 2010) — both in the choice of categories of social costs and in
their calculation itself, including a very vague 20% reducing of some costs due to
comorbidities.

In terms of epidemiological data, prevalence of gambling in certain groups, number of problem
and pathological gamblers etc. we do not have any major objections to those. Winkler et al.
collaborate with experts and cite numerous sources, quantitative researches and high-quality
studies. One possible objection could be against some samples that are quite small (e.g. 20
respondents in case of people who were judicially ordered to avoid gambling), but that is
widespread problem among such studies (see for example Ladouceur et al., (1994) or Schwer
et al. (2003)).

Tab. 1 summarizes results and overall social costs of gambling presented by Winkler et al.
(2017).
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Tab. 3 Types of social costs of gambling in the Czech Republic and their results by Winkler

et al. (2017)
Type of cost Estimate
(thousands of EUR)
Costs of treatment
Treatment | 508
Financial costs
Costs of bankruptcy 3,512-4,854

Costs of productivity loss
Reduced work performance
Reduced housework performance

Costs of unemployment
Employee search
Job search
Crime and legal costs
Police interventions
Judicial proceeding
Prison system

Personal and family costs
Burden of family members
Relationships breakdowns
Divorces
Violence
Depression
Suicidal thoughts

19,933-47,120
138-326

12,241-16,918
5,406—7,472

25,861-35,803
2,051
42,887

67,873

35,746

34,442

14,298
1,431-5,035
15,597-44,580

Suicide attempts to gambler 92,603
Suicide attempts to family 72,232
Suicide attempts to parents 16,670

Cost of completed suicide
Completed suicides 77,190
Total 541,619-619,608

Source: Winkler et al., 2017, own processing

3.1 Costs of treatment

The first type of costs that Winkler et al. (2017) include are costs of treatment and other
services. In particular, the authors multiplied average health insurance company spending by
the extrapolated number of relevant gamblers. In this case, these are clear internalized costs
that pathological gamblers pay themselves (or their employers) through insurance. From the
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economic point of view the insurance company evaluated the risk, which included the
probability of an insurance payout due to the health consequences of pathological gambling,
and set an equilibrium price. This sum cannot therefore be counted as a social cost. To
evaluate social costs for this category, it would be necessary to account for the non-internalized
costs impacting wider society, e.g. the increase in the equilibrium price of insurance for all
insured people due to pathological gambling.

3.2 Financial costs

Regarding second type of social costs — financial costs — Winkler et al. correctly assumed that
gamblers' expenditures are transfers and therefore not social costs. Regarding secondary costs
authors multiplied fees for judicial proceedings by relevant number of bankrupted gamblers.
The calculation is correct — average administrative fee is multiplied by estimated number of
relevant gamblers. Unfortunately, authors were not able to find data to calculate costs of
unsuccessful distraints, which would be another important addition to the sum of social costs.

3.3 Costs of productivity losses

Winkler et al. multiplied the estimate of the percentage reduction in productivity by the number
of gamblers affected and the average wage. In the case of household productivity, the authors
took the estimate to be two-thirds lower than work productivity. However, those are again
internalized costs. Gamblers who go to work less (or not at all), or lose this productivity at
home, bear this loss themselves through lower wages, or through layoffs and unemployment.
We have three further objections to the authors' calculation — firstly, it is debatable whether
pathological gamblers earn the average wage and whether isn't better to use the median
wage. The second criticism is the thoughtless adoption of the assumption by the authors of
the Productivity Commission (1999) that household productivity is comparable to one-third of
labor productivity. Not only is this figure almost 20 years old at the time of writing, but it is
very much country-specific. And finally, in this case the issue of comorbidities is highly relevant.
For example, if someone suffers from gambling-related depression, it is very difficult to say
how much of the problem is gambling and how much is depression.

3.4 Costs of unemployment

In this case Winkler et al. multiplied cost of finding new employee (or job) by number of
relevant job losses (or job changes). As in the case of loss of productivity, these costs are in
fact again internalized. In the case of cost of gambler finding a new job, it is quite evident,
that these costs are borne by the gambler. Also internalized are the cost of finding a new
employee — these costs are a risk that the employer takes and optimizes. Neither item is
therefore part of the social costs. Moreover, the actual costs calculated by Winkler et al. are
greatly exaggerated — the authors cite the Productivity Commission (1999), when, among
others, the internet was not yet widespread, which can realistically be expected to dramatically
reduce the cost of finding both a job and an employee. At the same time, it can be considered
that in a period when it is difficult to find employees, it will be easy to find jobs and vice versa,
so these two effects will complement each other. And again, the case of comorbidities is
relevant here.
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3.5 Crime and legal costs

Crime and legal costs seem to be mostly correct. The authors have included the costs of courts
(costs of proceedings times cases relevant to gambling), police interventions (unit costs times
cases relevant to gambling) and imprisonment of people who have committed gambling-
related crimes (average daily cost of prison times relevant prisoners time 365) as a social cost.
Unfortunately, because of data unavailability, the authors were not able to calculate the portion
of costs attributable to the prevention of gambling-related crimes (most often non-violent
crimes). Another problem is that some of the costs of imprisonment that the authors have
calculated are paid by the prisoners themselves. (Vézeriska sluzba Ceské republiky, 2022) This
average amount multiplied by the number of relevant gambling prisoners should therefore be
deducted from the social cost as it is an internalized cost.

3.6 Personal and family costs

By far the most problematic types of costs are the last two — personal and family costs and
cost of completed suicides. Specifically, the authors calculate emotional costs for immediate
family and for the parents, relationship breakdown, divorce or separation (even though the
Czech legal system has no such concept at all), violence, depression and cost of attempted
suicide for the gambler, immediate family and parents. In general Winkler et al. simply
multiplied the specific unit cost (taken from Productivity Commission studies) by estimated
number of relevant gamblers. In these categories (including completed suicides), the authors
included comorbidities in the calculation and, like the Productivity Commission authors,
subtracted 20% from costs.

Two major issues regarding economic approach are problematic adoption of practices and
results from abroad and internalized costs. Authors simply used personal and family unit costs
published in Australian study, and then convert it from AUD to EUR (adjusted to Czech GDP
per capita and to inflation by PPP). In their original 2014 study, Winkler et al. acknowledged
the methodological problems and argued that the Australian study provides the most
appropriate method to use. Authors even mentioned the fact that Australian costs may not be
the same or similar to Czech costs. However, these items make up the vast majority of the
total estimated social costs (74-79%) and are inherently highly sensitive and problematic, so
emphasis on credible calculation is key. Moreover, most of these are internalized costs.

Out of all the personal and family costs presented by Winkler et al. only one is admittedly
correct in the context of economic approach — costs of violence calculated by multiplication of
number of relevant violent crimes and unit cost of such event (comorbidity-adjusted). Other
costs are problematic. Firstly, in the case of costs affecting the gambler itself (depression,
suicidal thoughts and suicide attempts affecting the gambler), those are purely internalized
costs and not permissible as social costs. Second, in the case of the life partner and parents
of gambler, although this topic is extremely sensitive, in economic sense, life partner is in
voluntary relationship with gambler (see Walker and Barnett (1999) or Manning et al. (1991)).
Therefore, costs of relationship breakdown, divorce or separation, emotional costs for the
parents and attempted suicide for the parents are again not permissible, because parents
could again be considered to be in voluntary relationship with the gambler. The only case in
which we would consider relevant social costs are underage children, as they cannot be
considered to be in voluntary relationship.

Thus, the task for addictionologist experts would be to determine the portion of the remaining
type of costs (burden of family members and attempted suicide for the immediate family)
attributable to children. Such estimation is indeed extremely problematic not only in practice,
but also philosophically, because such items are quite difficult to grasp. The authors should
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have at least tried to adjust the quantified items to Czech conditions or at least explain why
for example cost of attempted suicide bore by the immediate family is the same size as the
cost of divorce. These data are also adjusted for comorbidities, which is correct, but again, it
would be beneficial to at least try to find a specific percentage reduction for Czech conditions.
Especially in the case of suicide attempts, comorbidity (e.g. depression) is a huge problem, so
it is not sensible to give those comorbidities the same weight as for example in the case of
relationship breakdown.

3.7 Costs of completed suicides

Winkler et al. decided to include costs of completed suicides into their calculation of social
costs of gambling (by multiplying cost of male and female suicides by estimated number of
relevant cases), despite the fact that the authors of the Productivity Commission did not include
them in their analysis. There are multiple problems with this. First, it is extremely difficult —
philosophically, let alone practically — to estimate the cost of ending a human life. Authors
again adopted the unit cost (1.4-1.6 million EUR) from another study, this time from Ireland,
which again shows lack of sophisticated methodology. If we venture onto such thin ice — can
it be argued that all people are worth the same in an economic context? Even some gamblers
who e.g. have lower market output, are violent towards their surroundings, financially drain
their family, etc.? We are not arguing that they are or are not, only that these are the issues
that the authors need to discuss if they go ahead with the calculation. Second, regarding the
number of such suicides, authors again adopted very vague methodology, in particular, that
Australian gamblers are 5-10 times more likely to commit suicides than regular population. It
is very questionable whether this number can be transferred to Czech conditions — especially
when authors also showed, that Czech registers exhibited higher nhumber (7% of discharged
treated gamblers committed suicides within a year). Third, the comorbidity problem is hugely
important here, it is highly unrealistic that only 20% of gamblers (same amount as in other
categories) who committed suicide did not have any more underlying problems present. And
finally, the most important objection — in economic sense completed suicides are again
internalized costs for which the gambler himself bears the consequences (again with the
exception of the effect on underage children). Therefore, the only permissible social cost in
this category is the impact of suicides on underage children of the gambler.

In Tab. 2 we present the results in the form of a table of corrected categories of social costs
of gambling.
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Tab. 4 Corrected social costs of gambling in the Czech Republic

Estimate

(thousands of EUR) Notes

Type of cost

Costs of treatment

Internalized costs, need to add costs
Treatment 0 | of raising equilibrium price of
insurance for all people insured

Financial costs

Need to add costs of unsuccessful
distraints

Costs of bankruptcy 3,512-4,854
Costs of productivity loss
Reduced work performance 0| Internalized costs
Reduced housework performance 0| Internalized costs
Costs of unemployment
Employee search 0 | Internalized costs
Job search 0| Internalized costs
Crime and legal costs

Need to add costs of prevention of

Police interventions 25,861-35,803 . .
gambling-related crimes
Judicial proceeding 2,051

Need to subtract the costs that

Prison system 42,887 gamblers pay themselves

Personal and family costs

Internalized costs, need to add costs

Burden of family members 0 attributable to underage children
Relationships breakdowns 0| Internalized costs

Divorces 0| Internalized costs

Violence 14,298

Depression 0| Internalized costs

Suicidal thoughts 0| Internalized costs

Suicide attempts to gambler 0| Internalized costs

Suicide attempts to famil 0 Internalized costs, need to add costs
P y attributable to underage children

Suicide attempts to parents 0| Internalized costs
Cost of completed suicide

Internalized costs, need to add costs

Completed suicides 0 attributable to underage children

Total 88,609—-99,893

Source: own processing
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CONCLUSION

Using the aforementioned economic approach to calculating the social costs of gambling
(developed primarily by Walker and Barnett (1999) and Walker (2007)), we recalculated the
sum of the social costs of the study done by Winkler et al. (2014; 2017). Mainly by accounting
for internalized costs we were able to reduce the overall estimate of social costs by 84% (from
541.6-619.6 million EUR to 88.6—99.9 million EUR). However, our estimate represents only
the lower bound of the social costs, as the costs of unsuccessful distraints, costs of crime
prevention and emotional costs attributed to underage children of the gambler needs to be
added. The calculation of these items is beyond the scope of this paper and may present an
opportunity for follow-up research.

Even though Winkler et al. worked with high-quality epidemiological data and followed relevant
studies, their approach lacks methodological consistency and extensively relies on the results
and methods of foreign studies. Unfortunately, many of those methods and results do not
necessarily fit the Czech realities. The resulting sum of social costs which they come up with
is therefore vastly misleading. In addition, a cost-of-illness study is not suitable for a
comprehensive assessment of the impact of gambling on society, as the social benefits, which
Winkler et al. refused to calculate, need to be included in the calculation. However, this is
rather a mistake of the Czech legislators who cited this type of study in the explanatory
memorandum of the Lottery Act.

The Winkler et al. study demonstrates the need for complementing medical and
epidemiological knowledge with the findings of economics, especially when it comes to
dealings with costs, benefits or risk, i.e. categories connected to human action which
economics has been studied for centuries. For future research we propose those areas where
the use of economics could be particularly fruitful: to refine both the methodology and the
calculation of the social costs and benefits of gambling itself, to establish methods and factors
specific to social cost analysis in the Czech Republic, and to evaluate public policies or policy
proposals designed to respond to gambling and other addictions.

Although our results showed drastic reduction of social costs, we do not want to downplay the
issue of pathological gambling in the Czech Republic. The effects of gambling addiction extend
to hundreds of thousands of Czechs (see Mravcik et al. (2021)) and their families, friends and
communities. However, the solution of this problem does not lie in estimating excessive
inconsistent social costs and by ignoring economics, but rather by methodical and
multidisciplinary analysis of a specific problem at a specific location.
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