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1. Introduction

Electromobility is one of the key sectors that are
set to make a significant contribution to both tack-
ling climate change and the future development of
the global economy. That is to say, the transition to
fully electric vehicles, which should replace in the
short-term cars with combustion engines, as a
greener, more economical, and also more modern
option. The European Union, as a supposed leader
in this field, has even set a binding date of 2035,
when the production of cars with internal combus-
tion engines is to cease throughout the EU. As that
date approaches, it turns out that the reality is not
only greener, to use a classic phrase, but above all
more complicated — from the technical to the eco-
nomic problems associated with electric cars. An-
other fundamental problem — again, primarily Eu-
ropean — is the fact that, instead of a substantive
debate on the pros and cons of introducing full
electromobility, the issue has become a ‘green ide-
ology’ that is convinced of its truth and rules out
any substantive democratic debate in advance.

A working team was therefore set up at NEW-
TON University to address this issue intensively.
Its results are presented in this study. After de-
tailed research, the authors are convinced that be-

fore electromobility can be declared the only right
way forward, or a state that can be rationally, eco-
nomically, and environmentally achieved, a num-
ber of issues need to be raised and, above all, re-
solved, without which the hasty introduction of
100% electromobility could create more problems
than solutions. There is a consensus across many
scientific disciplines that, among other things, the
production of electric vehicles is in many ways a
high-risk production whose problems — unlike
those of conventional propulsion — are far from
solved. These are a combination of technical, but
also economic, political and safety issues. The fol-
lowing list is not and cannot be exhaustive. Its
main purpose is to attempt a meaningful discus-
sion where scientific arguments prevail over the
ideological views so typical of totalitarian and un-
democratic states.

The authors of this study used, among others,
the empirical-analytical method, as well as the
content analysis method, the heuristic method,
and the comparative method. This brief list already
indicates that this is a broad multidisciplinary is-
sue, involving technical, economic, ecological, po-
litical, security, international political aspects, and
others. This characteristic predetermines both the
breadth of content and the involvement of differ-
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ent disciplines with their specific methodological
approaches.

2. Geopolitical issues

One of the often-cited reasons for the shift to elec-
tromobility is the high dependence of Western and
Central European countries on unstable or securi-
ty risk states. These countries are overwhelmingly
governed by autocratic or outright totalitarian re-
gimes. Many of them, moreover, pose a real or per-
ceived risk to the West due to their foreign policy
activities (Iran, Russia, etc.). The Russian Federa-
tion’s attack on Ukraine on 24 February 2022,
among other things, was a major impetus for step-
ping up support for electromobility, which signifi-
cantly complicated the building of energy links in
the area of fossil fuels between Russia and the EU
countries, whose smooth and cheap imports had
hitherto been the mainstay of the European econo-
my. Reducing dependence on these imports — and
not just from Russia — has thus become, at first
sight, a logical reason to replace combustion en-
gine cars with electric ones.

But experts soon showed the illusory nature of
this view. For one thing, the numerous Western
sanctions, and the refusal to import oil from Russia
have not solved this dependence and have led to
the tragicomic situation of importing Russian oil
through a series of intermediaries (India, Malaysia,
Saudi Arabia) who only maximize their profits as a
result. On the one hand, it has exposed the coun-
tries of Western and Central Europe to the threat of
a new dependence on a power that is even more
risky in terms of the longer-term global outlook —
namely China. It is China that currently has a de
facto monopoly on the production of batteries for
electric cars. “China is leading the way in battery
production, with battery factories estimated to have
a maximum production capacity of around 1.1 ter-
awatt hours per year by 2025, almost double that of
the rest of the world.” (CTK, 2023a). The economic
daily E15 aptly titled its article on the subject with
the words: “Invincible China. Its electric car battery
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makers rule the world markets.” The article goes on
to say, “The global market for electric vehicle batter-
ies is largely in the hands of Asian manufacturers,
with the Chinese in particular leading the way. Two
giants there hold the first and second positions as
the world’s largest suppliers. The first pure battery
giant, Contemporary Amperex Technology (CATL),
held 37 percent of the global battery market be-
tween January and August this year. Second-placed
BYD, which among other things mines raw materi-
als for batteries and makes electric vehicles, sixteen
percent. Together, the Chinese duo accounted for
most of the world’s battery supply.” (Liebrejch,
2023).

Worse still, China controls in a fundamental
way the production of many of the precious metals
and earths that are necessary for this production.
Europe will thus go from being dependent on one
aggressive non-democracy to being even more de-
pendent on an even more powerful and confident
Chinese regime, which also makes no secret of its
ambitions in international politics, including the
use of military force (see the situation in Taiwan or
the South China Sea). Lithium and cobalt are main-
ly used to produce batteries for electric cars, which
are considered to be the metal of the future, but
their extraction poses a certain environmental bur-
den. China currently controls an estimated 75 per
cent of the world’s lithium and 50 per cent of co-
balt processing capacity and is likely to maintain
its leadership in battery production over the next
five years, according to Bloomberg forecasts (CTK,
2023a). It did not stay with hypothetical considera-
tions. In response to US trade restrictions (export
of advanced technologies to China, including
chips) and as a result of the looming trade war be-
tween China and the EU over the dumping of Chi-
nese electric cars sold on the European market, the
Chinese government has significantly restricted
(from December 2023) the free export of graphite
from the country. “China is the world’s largest pro-
ducer and exporter of graphite, which is used in
batteries for electric vehicles.” (CTK, 2023b) This is
not the first time that China has used (or abused)



its near-monopoly position as the owner of several
valuable and essential raw materials needed for
modern industry. In August 2023, it took a similar
action when it restricted the development of two
key metals for chip production — gallium and ger-
manium (CTK, 2023b).

3. Technical problems

3.1. The need for a larger quantity
of electricity due to losses

Simplistically, before the energy is used to spin the
wheels, it must go a long way through production,
transport to the car, which then converts it into me-
chanical energy. Each part of this cycle takes its toll
in the form of the loss of some of the energy trans-
ported (Schnidt, 2022). The grid indicates that up
to 15% of the electrical energy generated goes away
(Pacovsky, 2022), followed by the transfer of energy
to the electric car, where 10% of the energy is re-
ported to be lost, 3% is lost by cooling the electric
motor, 18% is lost to the propulsion system, and

Figure 1 » Energy losses of an electric vehicle
Electric vehicle:
Around 11% of the energy is lost
10%

charging
loss

22%

0-4% is lost to auxiliary equipment. On the other
hand, up to 22% can be recharged through energy
recovery. As a result, 72-76% of the electricity pro-
duced is used to convert electrical energy into me-
chanical work (Schnidt, 2022).

The solution would be to shorten the distance
between the point of power generation and the
point of consumption as much as possible. This
concept of decentralizing the grid already exists.
Smart Grids, smart energy, is a decentralization
system of electricity flow, where at the moment the
energy flows only from the producer to the con-
sumer, in a Smart Grids system the electricity will
flow both ways according to the actual need and
digital control will switch the different micro parts
of the grid to avoid fluctuations and interference.
With the use of artificial intelligence, there will
then be more flexibility in evaluating and predict-
ing power generation in a decentralized system that
itself becomes a generating facility as well as a con-
sumer, while at the same time the number of facili-
ties that will need to be optimized increases. The
harmony between surpluses and deficits will also

31-35%
of original energy is lost,
but 22% is recaptured

3%
Power train cooling and
steering 04%
Augiliary
electricity use

18%
Drivetrain losses

: 87-91%

Energy re-captured by brakes and fed tot

backto battery of original energy
goes to wheels

Data from FuelEconomy.gov
Image by Karin Kirk for Yale Climate Connections

Source: Schnidt (2022)
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have to be fine-tuned. For example, by making a
household, for the moment only in the position of
a consumer, generate its own energy, which is
used without high losses for running the house-
hold or for charging an electric car, the problem of
grid losses will be at least partially solved (Vojacek,
2021).

3.2 The limitation of driving by the
occurrence of charging grids

Despite the ever-improving situation with charging
stations, there are areas where no charging sta-
tions are encountered or even considered. For a
charging station, it is necessary to bring electricity
to the location, and therefore many places on the
planet find it all but impossible to charge their
electric car. For example, in areas such as Alaska,
there is no public EV charging option, drivers must
rely on roadside assistance, and in remote areas,
address mobility in ways other than EVs (Furcht-
gott-Roth, 2022). In Europe, the population densi-
ty is higher and as a result this problem is hardly
addressed, only the density of the charging station
network is addressed, which even in Sweden for
example was insufficient in the early days (MER,
2022).

3.3 A battery capacity reduction due
to low temperatures

Related to the previous problem is the reduction in
battery capacity, due to the chemical and physical
reactions that lead to the release of energy, with re-
duced temperature they become slower or even in-
hibited. In colder winter temperatures, electric
cars need to heat the car cabin with an additional
heating element, unlike conventional cars with an
internal combustion engine where the engine itself
generates a large amount of heat. However, this in-
ternal heater draws additional energy from the bat-
tery, which already has a reduced capacity due to
inhibition or reduced reactivity of the reactions,
further reducing the range of the car (Witt, 2022).

Automakers are trying to reduce the load on the
battery with, for example, heated seat belts, intro-
duced by ZF at the CES consumer electronics show
in Las Vegas. At the same time, the advent of elec-
tric mobility will most likely mean a change in how
the car interior is heated and when the main heat-
ing will take place. Today, in most cases, the most
powerful heating takes place after the car has been
started and the engine is the main heating ele-
ment; in electric cars, the main interior warming
takes place before the driver arrives and when the
electric car is plugged in. The heating of the seat
belts, steering wheel, and others such as the car-
pets, according to research, will make the driver
and crew feel warmer and there will be no need to
heat the interior to such a high temperature (La-
zansky, 2023).

3.4 Lack of regulation and unification
of charging stations in the EU

There is no unified network of charging stations in
the EU, so every driver is dependent on knowledge
and sufficient preparation before travelling abroad,
not to mention the availability of a mobile net-
work, which is usually necessary for charging
(Jansky, 2022). In short, the whole system works
like this, to revive the charger a chip is required or
to revive using an app, this chip is provided by the
company owning the EV charger, for example in
the Czech Republic PRE, CEZ and others. For each
of these contracts there is a price per kWh, and it is
generally a cheap option. Unfortunately, abroad, it
is necessary to use a card or an application with
one chip but operating on several charging provid-
ers, the so-called roaming, which allows the charg-
er to be revived, but at prices negotiated by them,
and here there is no guarantee of cheap charging
and usually prices ranging from 7-45 CZK/kWh
(Brocast, 2022).



3.5 High waste, energy, and production costs
in a 100% transition to electromobility

The complexity of producing an electric vehicle is
extreme, activists often equate the production of
an electric motor and an internal combustion en-
gine, however, the electric motor comes out of this
equation as the clear winner. Unfortunately, it is no
longer discussed that the electric motor is very low
cost to produce, but the battery is very high cost to
produce.

The high weight of electric vehicles: Traction
batteries and energy storage is a problem in gener-
al, and another problem with this system is its high
weight. The load capacity of parking houses, for
example, will also be a big problem. This problem
has come to light recently and will probably be be-
hind the new rethink of load capacity standards
and more for parking houses, as Chris Whapples of
the British Association of Parking Operators says:
“If a vehicle is heavier than what the car park was
originally designed for, there will be consequences.
That’s why we’ve recommended that all older car
parks should have a load check.”

Quiet operation: Electric cars are clean, quiet,
and “green”, this is how they are usually presented,
very positive emotions are associated with these
words, unfortunately the opposite is true. The si-
lence of an electric car is undesirable in the case of
transport and research has shown that an electric
car has a thirty-seven percent higher chance, and
for blind people this chance rises to ninety-three
percent, of colliding with a pedestrian than a noisy
car with an internal combustion engine, and this is
not the only problem. That is why the European
Union adopted Regulation 540/2014 which man-
dates the use of AVAS, short for Acoustic Vehicle
Alerting System (Sidldk, 2019), which generates
sound to raise awareness of an approaching elec-
tric vehicle. Many car companies create specific
sound recordings for, for example, a certain model
or model class (Continental, 2019).

Battery wear and tear: Battery wear and tear is
a bogeyman for many reasons when mobile

phones, the battery is often the first link why just
need to be replaced with another newer model.
Range decreases with age, and warranties are usu-
ally contingent on seventy percent battery capaci-
ty, which corresponds to a one-third reduction in
range (Morkus, Macek, 2021). The theory now
states that the end of life is at eighty percent of the
original capacity, so with a ten percent reduction
in capacity we are already at mid-life. From re-
search conducted by Silver Power Systems (SPS), a
company specialized in analyzing the battery con-
dition of electric vehicles, this reduction is reached
by the average electric vehicle in six and a half
years (Bedndf, 2022). At the same time, it also de-
pends on the driving style, where a more dynamic
driving style, as they say, with a “heavier foot on
the gas”, will see the battery show more wear and
tear faster (Morkus, Macek, 2021).

The concept of battery lending, where we do
not own the battery in the car, but only borrow it,
such as a propane-butane bomb at a gas station or
for a period of several years, could provide a solu-
tion. For example, the Baa$S concept, which stands
for Battery as a Service, works with this system,
which relies on replacing the battery instead of
waiting for the cell to be charged at the petrol sta-
tion. This means that the selling price of the bat-
tery would be lowered, and drivers or customers
would then just rent batteries (Smart, 2022).

The imperfection of Li-ion battery recycling
(Tesla 75%): Li-ion traction batteries are a very
complex system, and their chemical disposal is
both energetically and technically challenging, as
they are hazardous waste and therefore subject to
a very demanding process administratively, legal-
ly, and practically, not to mention the environmen-
tal burden. In theory, there are several types of re-
cycling: in the first one, using high temperatures,
the elements are gradually separated, in the sec-
ond one, using acids and other compounds, the
metals are dissolved and then precipitated from so-
lution, this method is only theoretical at the mo-
ment and others (Morkus, Macek, 2021). In the Eu-
ropean Union there is only one traction battery
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Figure 2 » Public charging infrastructure does not limit demand for BEVs today, but deployment should

keep up with sales
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Source: Element Energy (2022)

recycling site so far one factory was opened in
2022 in Schwarzheide, Germany by Basf, unfortu-
nately the capacity is insufficient for the whole EU
(Russova, 2022).

Unavailability of charging: According to the
research, charging and its availability today does
not affect potential customers as much as other as-
pects of the purchase process. In the future, peo-
ple’s decision making is set to change and charg-
ing, and its availability will play a key role in their
decision making. Therefore, if the development
and innovation of charging infrastructure does not
keep pace with the development and volume of
EVs, charging will become a serious decision-mak-
ing issue. People who do not have access to home
charging will be twelve per cent less likely to pur-
chase an EV (Element Energy, 2022). Fortunately,
in Europe, according to Figure 2 Public charging
infrastructure does not limit demand for BEVs to-
day, but deployment should keep up with saleslack
of parking solutions even for electric cars. The only

Proceedings of the 17" International Scientific Conference

problem could arise in countries like Spain, where
on-street parking accounts for sixteen percent of
the total (Element Energy, 2022).

Ageing cars due to high prices of electric
cars: Indirectly related to electromobility is the
ageing of the car fleet, which is caused by many
factors, such as rising inflation, rising interest
rates, a crisis mood in society or just the emer-
gence of electromobility on the scene. At the be-
ginning of 2022, the average age of cars was fifteen
whole years, three years higher than the European
average (Elsnic, 2022). By the end of 2022, the av-
erage had increased by six months to fifteen whole
nine years, indicating a lower number of cars sold
(Svaz dovozct automobilti. 2023). The main rea-
son, already discussed, for the phenomenon of in-
creasing CO2 emissions in recent years is precisely
the ageing of the fleet (Elsnic, 2022) and also the
higher share of SUVs in the total number of regis-
tered cars (CTK, 2023c).

Li-ion traction battery safety: Today’s Li-ion



batteries are generally regarded as the weak point
of electric mobility, whether we are talking about
their high flammability, reactivity, weight or the
possibility of overheating. With the advent of elec-
tro-mobility, countless changes have been and are
required to the safety infrastructure around high-
ways or major haul roads, while at the same time it
is necessary to equip and train, for example, fire-
fighters or other forces on how to behave and han-
dle electric vehicles if they are in any danger. Fire
departments are already equipped with thermal
imaging cameras, for example, which can check
the condition of a high-voltage module. The fire
department has issued a methodology that should
guide all placement of charging points, traction
batteries and electric vehicles, handling or even
the necessary requirements in case of a flare-up.
For example, it draws attention to the necessity of
traction batteries to be stored in a maximum of ten
units per unit or fire zone, the manual also recom-
mends storage outside the premises of buildings
with a surrounding zone of five meters (HZS CR,
2022).

The monopoly of certain countries and the
increasing cost of materials: As discussed in the
chapter Batteries for electric cars, the traction bat-
tery is composed of several important elements.
Lithium, cobalt, nickel, and others, but these ele-
ments are highly debated due to their non-environ-
mental mining, high energy consumption to pro-
duce these elements and unethicality, for example
(Sttechovsky, 2022). Ninety-eight percent of cobalt
is mined in the Democratic Republic of Congo and
China, whose mining standards do not include
safety measures to secure, for example, mine
shafts, toxic fumes in mines, and the inability to
grow crops around mining (California Insider,
2022). According to Stfechovsky (2022), “... [The
Washington Post] has been looking into the ways
cobalt is mined in the Democratic Republic of Con-
go [note: two-thirds of the cobalt is mined in the
DRC, but then it is still taken as ore to China, where
it is processed (Pala$¢dkovd, 2021)] and what it
has found is in no way defensible. Not only are the

miners not protected in any way and deaths are
commonplace, but according to a 2012 UNICEF sur-
vey, there were an estimated 40,000 child workers
in the mines...” But the unethicality does not stop
at the conditions, the purchase price is severely
substandard and there is no other option to sell
thanks to the monopoly buying from the big com-
panies (Stiechovsky, 2022).

Other important elements are mined in Indone-
sia, the Philippines, Peru, Chile, and Australia and
bought up in bulk by Chinese companies, which
then process them. Thus, the People’s Republic of
China is a superpower in the production of batter-
ies, which are essential for every electric car. The
only company that is not dependent on Chinese
exports is Tesla, which secures the entire supply
chain itself, including contracts with Australian
nickel and lithium producers (Palag¢dkova, 2021).
But even Tesla cannot prepare for a scenario where
the price of lithium, cobalt and nickel continue to
rise. Nickel and lithium are rising strongly in price,
with lithium at an extreme three hundred times
(Palascakovd, 2021).

4. Security and economic issues
4.1. Security

There are several new safety risks associated with
electric cars, for which even existing institutions
are often unprepared — fire departments, auto re-
pair shops, underground parking garages, etc.
These include the risk of fire, which is significant-
ly different from conventionally powered cars,
with worse consequences and, above all, a much
more complicated and costly way of extinguishing
the fire. This is due, among other things, to the
characteristics of the batteries, which form a cru-
cial part of the car. The expert of Czech Technical
University (CVUT) Dr Pavel Hrzina says: “If a fire
starts, the energy stored in the battery in the form of
electrochemical energy separated by a thin separa-
tor starts to be released. Once the battery becomes
damaged, it can cause a fire repeatedly. In addi-
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tion, the battery’s perfectly tight casing, which pro-
tects it from damage, can explode. The oxygen con-
tained in the battery electrolyte is bound and at
temperatures above 200 to 300 °C it starts to release
and promote combustion. If the battery is at this
temperature, it can burn even under water. The
only solution is cooling, i.e. extinguishing with
more water.” (Hrzina, 2021). This therefore implies
a completely different and much longer procedure
for extinguishing, which also counts on signifi-
cantly superior equipment for firefighters and oth-
er involved forces. Let us emphasise again — the
battery also burns underwater, causes repeated
fires (Hrzina, 2021) and the possibilities to extin-
guish it are significantly limited. The problems do
not end even after the fire itself is extinguished:
“What to do with an electric car after a fire? One op-
tion is to place it in a water container where it is
safely stored. However, the container cannot be
transported, it must stand for about two days, then
the contaminated water has to be pumped out and
the car removed by crane and transported. Here is
another gap in preparedness for expanding electro-
mobility: towing services are not equipped to trans-
port electric cars, and car repair shops are not struc-
turally prepared to repair such cars, with the
exception of branded garages.” (Hrzina, 2021)
These difficulties with the disposal of electric
car fires were succinctly expressed by the Director
General of the Czech Fire Rescue Service, Lieuten-
ant General Vladimir VI¢ek, based on the concrete
practice of Czech firefighters: ‘We can say that we
cannot extinguish electric cars’, and according to
his information, this also applies to foreign fire bri-
gades. In fact, based on the experience of firefight-
ers, a fire in an electric car is different from a fire in
an internal combustion car. When batteries burn,
very high temperatures and toxic smoke are pro-
duced. “The car is very difficult to handle, you need
to dampen the flaming combustion, and then get it

out as quickly as possible and submerge it. But
even immersion in water for 48 or 72 hours does not
guarantee that there will not be a reaction again,”
said Daniel Miklés, deputy of the Fire and Rescue
Service, on the subject.” (Blazek, 2024)

4.2. Economic

The price of electric cars is very high currently and
is not expected to decrease in the near future. The
production of an electric car is costly and with the
price of materials increasing due to the ever-in-
creasing demand, the price of lithium, as an essen-
tial component of the traction battery and its
mechanism, doubling year on year, the car compa-
ny, like any other business entity, has to be con-
cerned with profitability.” BMW’s CEO has also
warned of this phenomenon, warning that betting
on only one source and one technology without
the existence of supported alternatives is risky and
Europe is not ready or has sufficient financial re-
serves to go down this path (Zachariah, 2022).
The price of EVs, as mentioned above, is not ex-
pected to decrease, but only penalties will be im-
posed on cars with internal combustion engines,?
and therefore the price is expected to level out in
2025-2027 by class, as can be seen in Figure 3
(Transport and Environment, 2021). It illustrates
that the prices of internal combustion engine cars
and mid-range EVs will equalize in 2026, and also
shows the slightly rising price of fossil fuel cars
most likely due to inflation and natural phenome-
na. However, the rising price curve for combustion
engine cars does not consider the sanctions that
the European Union wants to impose on tradition-
al cars to make their purchase less attractive.?
Unfortunately, this move will result in an ageing
car fleet, as the low-income and, dare I say it, mid-
dle-income population will not be able to afford to
buy a new car and will be forced to keep an ageing,
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Figure 3 » EVs will be cheaper than fossil-fuel vehicles in Europe by 2025-2027
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higher-polluting car. Another issue is the subsidi-
zation or state aid for the purchase of an electric
car, which, in addition to my deduction, will cause
capital to flow from the state coffers to the private
sector coffers, thus accumulating capital and
wealth in fewer individuals and impoverishing the
state.*

There is also a fundamental problem with the
very source of the energy of these cars — electrici-
ty, and in particular, electricity from so-called re-
newable sources. According to the European Un-
ion, the phenomenon of the green future is
renewable energy, because of its renewability and
inexhaustibility, it is considered to be omnipres-
ent. The European initiative for a greener future
envisages all energy produced in the future from
renewable sources and therefore to be locally emis-
sion-free. Furthermore, according to Deutsche
Umwelthilfe, emission neutrality can only be
achieved if fossil fuels are completely replaced by
electricity generated by renewable electricity

(2021), Hitti

sources (Deutsche Umwelthilfe, 2017).

Within the European Union a wide range of
types of renewable energy sources are used, be-
sides conventional hydroelectric power plants con-
tributing 33%, photovoltaic plants occupying 14%,
wind power plants generating 36%, the largest
share of renewable energy, and biofuels contribut-
ing 8% in the EU we can also find geothermal
plants and others. Among the countries with the
highest share of electricity from renewable sources
are Austria with 78% and Sweden with 70%. On the
other hand, countries such as the Czech Republic
with 15% or Malta with 9.5% are at the other end of
the scale with the lowest share of electricity from
renewable sources. The overall EU score for the
share of renewables in total electricity consump-
tion at the end of 2021 is 37.5% (Eurostat, 2022).

On the other hand, from the logic of the matter
and according to engineer Pacovsky, member of
the board of directors of Prazskd plyndrna, one of
the viable scenarios for an emission-free society in

Personal archive of Katerina BlaZickovd. Interview with Ing. Miroslav Holan. Praha, 8. 11.2022.
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Lithium and cobalt are mainly used to produce batteries for electric cars,
which are considered to be the metal of the future, but their extraction poses a
certain environmental burden. China currently controls an estimated 75 per
cent of the world's lithium and 50 per cent of cobalt processing capacity and is
likely to maintain its leadership in battery production over the next five years.

2050 is to balance the amount of energy from re-
newable sources and nuclear power plants. And he
adds that natural gas will always have a place in the
energy mix because we don’t yet have a replace-
ment, and none is expected to come in the near fu-
ture. Behind every photovoltaic plant there must
be a gas-fired plant, or some other source of, for
example, small modular nuclear plants, to fill the
energy gap when renewables are not generating
electricity. Gas consumption is still expected to
grow until 2040 (Pacovsky, 2022). While the idea
of 100% renewables is beautiful, the truth is that it
depends on the location and wealth of the country
in which we are trying to address this issue; Ice-
land or Norway, which both have 100% renewa-
bles, have different options, and Slovakia, for ex-
ample, which, try as it might, does not have the
potential to generate enough electricity from re-
newables (Netflix, 2021).

A key economic problem is the fact that a large
number of customers reject electric cars — among
other things because of their short range, too high
purchase price, short battery life, rising electricity
prices, etc. And much of their demand is driven
only by government incentives and subsidies —
once they end, interest in them will drop off signif-
icantly. Not to mention another issue — govern-
ment and EU promoters of electro-mobility have
no real knowledge of either the technical and other
problems of electric cars, or the needs of custom-
ers, let alone the real workings of the car industry.
“It turns out that most people who talk about the
battery or hydrogen future of cars do not under-
stand the automotive environment at all. They
don’t know how everything works. The vision of
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clean, emission-free transport in the form of electric
mobility by 2035 has nothing at all to do with the
automotive world as such. There are many other
laws that apply there, and technology plays a role
in this as just one of the fourteen parameters. The
other things are also extremely important, and if a
car brand is able to do them well, only then does it
create demand. And that makes the difference. Not
some kind of direction setting in the form of subsi-
dies and fines. These will pass, and if customers
don’t want the product, then they will inevitably
look for another way (this is what has now hap-
pened in Germany: after government subsidies re-
duced the price of electric cars, sales have now gone
down significantly, ed.)” (Cernohlavek, 2023).

S. Conclusion

This study has attempted to show at least the main
pitfalls in the application of electromobility. With-
out solving these problems, the massive introduc-
tion of electric vehicles — especially in Western
markets — cannot be considered to replace the cur-
rent internal combustion engines. If this is even
possible. The ideal would be free market competi-
tion between different types of cars. The market,
the customer (according to his wishes and needs),
and economic efficiency should be the fundamen-
tal and decisive factor. Meanwhile, the struggle be-
tween different types of car powertrains is certain-
ly not a novelty — on the contrary, it was at the
very beginning of the massive development of the
automobile. As historians Petr Kfivsky and Ale$
Skfivan rightly note, “Around 1900, the future of
the automobile was far from decided.” (Ktivsky,



Skrivan, 2004, p. 23) At that time, fossil fuel, steam
and electricity engines were competing. Those
with internal combustion engines won out — they
were the most economically efficient and best met
the required price/performance ratio. The authors
of this study believe that what is most needed is a
return to sound market principles and free individ-
ual consumer choice, which can of course include
technical, economic, or environmental motives or
a mix of both.

In any case, it is time to radically curb the ideo-
logical view of electric cars, which generally sees
them as the only possible and only correct way.
Unfortunately, this is matched by massive state
support from public funds, which fundamentally
destroys and cripples the free-market environment
and the possibility of free individual consumer
choice. It is a sad fact that even the car manufactur-
ers themselves are subject to these ideological
pressures, including the world’s most important
brands such as the German Volkswagen concern.
It is not surprising, then, that theories are emerg-
ing in the public arena that, instead of electromo-
bility facilitating both the solution of pressing envi-
ronmental problems and providing a much-needed
modernizing impetus for the development of the
national economy, its consistent application will
only lead to further social tensions in society, as
only the rich can buy electric cars and this will sig-
nificantly limit the possibilities of everyday mobil-
ity for the broadest social strata: “In essence, these
efforts will deprive not only poorer citizens but also
middle-class citizens of mobility. Note the subter-
fuge: no one will forbid you to travel. You will just
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Globalisation and electromobility — hope or dead end?

ABSTRACT

The subject of this study is the extremely topical issue of electromobility. The aim is to assess, using scientif-
ic methods (mainly empirical-analytical, comparative, etc.), to what extent the world economy is already
ready for the transition from combustion to electric cars and whether the key technical problems that would
prevent this have already been overcome. After a thorough analysis, the authors came to two conclusions.
Firstly, the current technical state of electric mobility, including several other aspects (international politi-
cal, safety, economic, but paradoxically also environmental) does not yet allow the full use of electric cars

as a full-fledged replacement for combustion engine cars. Secondly, they warn against underestimating the
significance of these real obstacles and framing the whole debate in ideological rather than realistic terms.
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1. Introduction

In the rapidly evolving learning environment, Arti-
ficial Intelligence (AI) has become an important
force, changing, and revolutionizing teaching
methods and reshaping the academic environ-
ment, particularly within higher education institu-
tions. The significance of integrating Al into the
educational process cannot be underestimated,
which raises the need for a thorough examination
of its role as an innovative tool for improving peda-
gogical practices, especially in university settings.

This article addresses the current challenges
faced by universities and higher education institu-
tions in the implementation of Al tools into the ed-
ucational framework. Based on an initial literature
review, the article aims to contribute valuable in-
sights to the ongoing discussion on the effective-

ness of Al applications in education, existing risks,
and the potential need for regulatory frameworks.

In textual (language) Al models, it is essential
to closely monitor the communication potential
and the accuracy and correctness of the answers
provided. The amount of information generated by
these models is also inherently confusing and can
cause problems in understanding the contexts and
interrelationships of individual topics. The use of
these models is often time-consuming, inefficient,
and even counterproductive if the communication
with the Al model in question does not proceed
correctly. On the other hand, the great potential of
these models can be emphasized in their appropri-
ate application both in the teaching process of stu-
dents and in the practice of economic disciplines.
Their correct use will allow time savings and sup-
port the fulfillment of the personified needs of
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their users as compilers as well as users of infor-
mation in decision-making. The question of their
proper use is increasingly debated at a technical,
scientific, and political level, but it is clear that Al
tools have been used, are being used, and will con-
tinue to be used. It is, therefore, necessary to ap-
proach this specific area of education in such a way
that all living generations today can use the poten-
tial of Al tools with an awareness of their risks and
learn procedures to eliminate the negative effects
of their use. In this sense, the application of critical
thinking will be of fundamental importance
throughout society and, undoubtedly, in the pro-
fessions that several researchers have identified as
among those most affected by the use of Al tools.
Especially at the stage of education of students,
and future graduates working in economic and
managerial professions, it is therefore important to
ensure that there is no distortion of basic knowl-
edge, which will be the basic building block
throughout their professional learning path in
their lifelong career.

As part of the paper, we will focus on the reali-
ties that the application of artificial intelligence
tools in education in specific and professional top-
ics can influence, both in a positive and negative
sense. We will focus primarily on GPT Chat, as cur-
rently the most frequent tool of language Al, pro-
vided in both Slovak and Czech language modes.

As a foundational step, the introductory section
of the paper provides an overview of the goals and
methodology that underpin the subsequent analy-
sis. Utilizing documented examples and the criti-
cal evaluation of experiences from various univer-
sity educators across institutions in the Czech
Republic and Slovakia, the article aims to present
their understanding of the current situation and a
balance of risks and opportunities associated with
the use of these tools in education.

2. The Aim and Methodology

The paper aims to investigate potential risks and
opportunities associated with the utilization of Al
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text models in the realm of education while offer-
ing partial recommendations for improving their
application. Grounded in an extensive review of
relevant literature and the authors’ firsthand expe-
riences employing Al tools, the analysis employs
experiments and inductive reasoning to extract
and delineate their positive aspects, drawbacks,
and identified obstacles. The proposed approaches
aim to address these challenges, fostering a com-
prehensive understanding of the intricate environ-
ment of Al in higher education. This exploration
synthesizes collective insights from existing schol-
arly works and the authors’ encounters, contribut-
ing to a nuanced discussion that elucidates the ad-
vantages and disadvantages of incorporating Al
into educational practices within higher education.

This critical examination provides a crucial
overview of existing barriers to the effective utili-
zation of Al in education, predominantly at a theo-
retical level, supported by a literature review and
concise concluding remarks for further research
and practical applications in the domain of educa-
tion employing Al text (language) models.

The authors present their perspectives through
a logical and inductive reasoning approach, draw-
ing upon a foundational research context to sup-
port their opinions. This context is created through
validation and testing, exploring the user environ-
ment of text-based Al models such as Chat GPT.
The potential of these models to reshape educa-
tional experiences, including personalized assis-
tance, support for self-determined learning, en-
hancement of student well-being, and improvement
of learning outcomes, is discussed in line with pri-
or research (Khan et al., 2023; Firat, 2023; Abdul-
lah, 2023; Baskara, 2023; Hakiki, 2023). Concerns
related to ethics, academic integrity, and research
misconduct arise when utilizing Al models like
Chat GPT (Rosyanafi, 2023), or issues such as in-
formation distortion, asymmetry, inaccuracy, mis-
use of information, and security breaches have
been identified (Kim, 2023). Research risks and
opportunities in various aspects while finding bar-
riers to using Al textual models correctly is an im-



portant first step to improving the user comfort
and credibility of these models.

It is important to know the risks and opportuni-
ties of using Al text tools in education to find the
optimal balance and way to support the quality of
education with acceptance of the application of Al
tools in the higher education environment. The re-
search discussion analyses alternatives to support
the positive aspects of using Al to promote the
quality and effectiveness of teaching.

In presenting their findings, the authors draw
on their experiential insights gained through prac-
tical experimentation with Al tools, such as Chat
GPT, Bard, and Bing. The methodology involves
the application of Al tools, particularly GPT 3.5
Chat, up until November 2023. The authors sup-
port their experiential insights by incorporating
the presentation of responses and the GPT Chat it-
self (https://thechatgpt.ai/sk/chat, 10/11/2023).

3. Research of literature

The new generation of Al, a generative model of
artificial intelligence is a crucial concept in com-
puter science and artificial intelligence. This mod-
el focuses on creating new data based on existing
data and probability distributions. One of the most
well-known approaches to generative models is
the use of Generative Adversarial Networks
(GANs), which enable the creation of new data
samples through competition between two models
— generative and discriminative (Creswell et al.,
2018). These models can generate new data that is
indistinguishable from real data. This approach is
significant in the field of artificial intelligence as it
allows the generation of new data applicable to
various applications, such as the development of
new artworks, generating photorealistic images, or
synthesizing spoken words.

This approach is commonly utilized in machine
learning and deep learning, where the goal is to
generate new data with similar properties to the in-
put data. Generative models of artificial intelli-
gence find broad applications in various indus-

tries, including healthcare and even in the legal
environment (Balog & Hercko, 2020; Gunning &
Aha, 2019). There is also ongoing discussion about
the relationship between general artificial intelli-
gence and Industry 4.0, and whether they mutual-
ly require each other (Kumpulainen & Terziyan,
2022) in the context of space as well (Semerad,
2023). These discussions highlight the crucial role
artificial intelligence plays in modern industrial
systems and the potential for a synergistic relation-
ship between artificial intelligence and Industry
4.0, which is important for future learning policy
as well.

In the field of artificial intelligence research, in-
novative approaches are emerging, such as ex-
plainable artificial intelligence and the integration
of human knowledge into artificial intelligence for
complex and unstructured problems (Johnson et
al., 2022). There is currently a great deal of empha-
sis on the ethical and legal aspects of the use of Al,
particularly in healthcare and nursing. These as-
pects include the legal personhood of artificial in-
telligence, protection of personal data, and civil li-
ability for harm caused by artificial intelligence
(Bakosovd, 2020). It is also important to note that
in the field of international law, creating rules is
time-consuming and may not adequately respond
to the rapid development of artificial intelligence
technologies (Kluc¢ka, 2021).

The generative model of artificial intelligence
represents a valuable tool in the field of artificial
intelligence with applications in various industries
and is associated with numerous ethical, legal, and
technological aspects (Balog & Hercko, 2020; Gun-
ning & Aha, 2019; Johnson et al., 2022). As of the
end of 2023, the most widely used artificial intelli-
gence model is Chat GPT. Generative artificial in-
telligence (AI) models have high potential in the
field of higher education. These models can be
used to personalize learning content, enhance
teaching, and provide individually tailored learn-
ing approaches and experiences. Higher education
institutions are increasingly striving to integrate Al
into their educational programs to enhance stu-
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dent outcomes and streamline teaching practices
Higher education institutions are increasingly
striving to integrate Al into their educational pro-
grams to enhance student outcomes and stream-
line teaching practices (Zawacki-Richter et al., 2019).

Studies have examined the impact of artificial
intelligence on teaching and learning, with a focus
on personalization and profiling, as well as the role
of Al in higher education (Zawacki-Richter et al.,
2019; Popenici & Kerr, 2017). Additionally, re-
search has explored the development of effective
Al models for education (Xiao & Yi, 2020). The po-
tential of artificial intelligence to fundamentally
transform the management and internal architec-
ture of universities has also been recognized
(Tomar & Verma, 2021). Research indicates that Al
can support innovative teaching methods and per-
sonalized education (Mynbayeva et al., 2018). It
enables the creation of effective teaching models
tailored to the individual needs of students, lead-
ing to improved learning outcomes (Liu & Wang,
2021). Al can also assist teachers and provide per-
sonalized training in a higher education setting
(Deng et al., 2022).

Furthermore, there is an indication that artifi-
cial intelligence contributes to positively influenc-
ing student success, emphasizing its role in en-
hancing their educational experiences (Khare et
al., 2018).

The utilization of Al in education is not limited
to specific fields, but finds application in a variety
of areas including English language teaching re-
form, music education, and the identification of

learning styles. (Ruan, 2022; Dai, 2021; Bajaj &
Sharma, 2018). Research has delved into the future
of higher education in the context of artificial intel-
ligence transformations, emphasizing the need to
comprehend the potential impacts of artificial in-
telligence on higher education institutions and to
adapt to them (Aldosari, 2020). The application of
Al in education has been recognized in the Chi-
nese education system, indicating a global aware-
ness of the value of Al in education (Zheng &
Badarch, 2022). The incorporation of artificial in-
telligence strategies into various sectors, including
education, has been identified as a significant
shift, suggesting a growing recognition of the po-
tential of artificial intelligence in higher education
(AL-Ghamdi et al., 2022).

It is crucial to emphasize that Al has the poten-
tial to alter the way university students are educat-
ed. The integration of Al into higher education can
lead to the development of intelligent textbooks
and educational robots that assist teachers and
provide students with new forms of educational
support (Timms, 2016).

In the context of Al research in higher educa-
tion, there is a high need for testing emerging tools
and systematic evaluation of the impact of Al on
education. Bibliometric studies can offer a com-
prehensive overview of the impact of artificial in-
telligence in higher education and identify trends
in this field (Hinojo-Lucena et al., 2019). These
studies can be instrumental in shaping strategies
for the effective utilization of artificial intelligence
in the higher education environment.

There is currently a great deal of emphasis on the ethical and legal aspects of
the use of Al, particularly in healthcare and nursing. These aspects include the :
legal personhood of artificial intelligence, protection of personal data, and
civil liability for harm caused by artificial intelligence. It is also important to
note that in the field of international law, creating rules is time-consuming
and may not adequately respond to the rapid development of artificial intelli-

gence technologies.



The very close link between the need for educa-
tion in the use of artificial intelligence and the new
education curriculum also results from expected
microeconomic and macroeconomic factors linked
to the labour market and the need for qualified em-
ployees in the future. Al can transform the produc-
tivity and GDP potential of the global economy. To
achieve this, strategic investments in different
types of Al technologies are needed (PWC B,
2024). We can wait to change in capital markets as
well (Plottova. et al., 2023).

PwC’s study on the global impact of artificial in-
telligence (AI) on the economy, business, and soci-
ety highlights the following (PWC A, 2024):

e Improving labour productivity will drive initial
GDP gains as firms seek to “increase” the pro-
ductivity of their workforce using Al technolo-
gies and automate some tasks and roles.

e Al could contribute up to $15.7 trillion to the
global economy by 2030, more than the current
output of China and India combined.

e Al could increase labour productivity and cre-
ate new and better products and services that
would stimulate consumer demand. About 45%
of total economic gains by 2030 could come
from product improvements. This could be due
to Al supporting more product diversity, with
more personalization, attractiveness, and af-
fordability over time.

» The biggest economic gains from Al could be
made in China (26% GDP growth by 2030) and
North America (14.5% growth), in total $10.7
trillion; equivalent for almost 70% of global eco-
nomic impact.

Al cannot be overlooked in current or future ed-
ucational processes, necessitating an exploration
of its role as an innovative tool in teaching, includ-
ing within university settings. This article address-
es some of the current challenges at the end of
2023, faced by higher education institutions in the
implementation of Al tools in the educational pro-
cess. Its objective is to contribute to the discussion
regarding the benefits of their usage and the ques-
tion of their regulation. The article systematically

covers the goals and methodology of the contribu-
tion, the results of a literature review on the exam-
ined topic, and the critical evaluation of experienc-
es from various university teachers at different
institutions in the Czech Republic and the Slovak
Republic. It draws upon documented examples
and the personal experiences of the authors. The
conclusion provides a selection of recommenda-
tions for the effective utilization of Al tools to en-
hance the quality of education in higher education
institutions through innovative methods.

4. Results and Discussion

4.1 Risks and opportunities of using Al
in education

Text-based Artificial Intelligence (AI) models, such
as Chat GPT, are increasingly being integrated into
a variety of learning environments, presenting
both risks and opportunities. These models have
shown potential in reshaping medical education
(Khan et al., 2023), transforming autodidactic ex-
periences and open education (Firat, 2023), en-
hancing student well-being in smart education en-
vironments (Abdullah, 2023), and improving
student learning outcomes in technology learning
(Hakiki, 2023). However, the integration of Chat
GPT in education also presents challenges such as
the potential lack of critical thinking, ambiguity,
limitations in accessing information, dependence
on Al outputs, and ethical concerns (Javed, 2023).

This chapter provides an analysis of the experi-
ences and contemplations concerning the integra-
tion of Al in education, specifically within the con-
text of observed aspects.

Table 1 serves as a comparative analysis, delin-
eating the associated risks and opportunities in-
herent in the application of AI within higher edu-
cation settings based on some of the authors’
significant experiences and reflections. It is impor-
tant to emphasize that some risks can be mini-
mized by appropriate measures and oversight,
while opportunities can be fully exploited with an
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Table 1 » Risks and opportunities of Al in education

Risks

Risk of insufficient interaction between
students and teachers.

Aspect

Expanded access to
education

Opportunities

Online learning for remote locations.
Flexibility in access to education.

Unethical acquisition of information and
data.

Discrimination of students with
insufficient technical equipment and
user skills.

Personalized teaching

Improving the effectiveness of teaching.
Individually adapted learning speed.
Quick identification of weak points.
Increasing the success of education.

Risk of obsolescence of curriculum and
technologies in the field of Al
Insufficient preparation of teachers for
the new curriculum.

Curriculum adaptation

Flexibility in adapting the curriculum to the
changing needs of the labour market.
Dynamic updating of learning programs
based on new knowledge.

Risk of incorrectly chosen
personalization.

Support for students
with special needs

Personalized support.
Removing barriers to education.
Creating an inclusive environment.

The risk of dishonesty and cheating in
the educational environment.
Inappropriate use of collaboration and
Al collaboration.

Cooperation between
students

Online platforms enable effective
collaboration on projects and tasks.
Expanded possibility of international
cooperation.

Lack of human contact, personal
relationships, and interaction.
Over-reliance on Al to solve problems.
Incorrect application of critical thinking.

Development of soft
skills

Students learn to cooperate with Al systems,
which strengthens communication and soft
skills.

An opportunity to develop creativity and
innovative thinking when using Al.

Responding to the individual needs

of students requires building new
abilities and skills for both teachers and
students.

Disappearance of some jobs.

The emergence of new job duties for
employees.

Career opportunities
(teachers and students)

Gaining Al skills for the future.
Competitiveness in the labour market.

An opportunity to develop new technologies.
Speeding up and streamlining some types

of work.

Creation of new jobs.

The emergence of new job duties for
employees.

Source: Own processing based on authors’ experiences and analysis

emphasis on the ethical and effective use of Al in a
flexibly developed educational environment. Table
1 is followed by a discussion of the conclusions of
several researchers who examined the role of Al in
education from various aspects.

The use of Chat GPT in education has been ex-
plored in various contexts, including language
teaching (Amin, 2023; Wei, 2023), self-determined
learning in higher education (Baskara, 2023), and
science learning processes (Saragih, 2023; Pranan-

ta, 2023). It has been found to support personal-
ized language learning, real-time language prac-
tice, and examination techniques (Amin, 2023), as
well as enhance student competencies needed in
the 21st century (Prananta, 2023). Additionally,
Chat GPT has been advocated for effective English
language learning among Thai students Song-
siengchai (2023) and has been recognized for its
potential to improve student achievements through
rubric assessment (Rizki, 2023).



Al models such as Chat GPT can contribute to
enhancing independence, improving
learning experiences, and increasing access to in-
formation for students (Murcahyanto, 2023; Kan-
wal, 2023; Balasubramanian, 2023). Other hand
the benefits such as quick access to information

student

and personalized assistance (Kanwal, 2023), con-
cerns have been raised regarding algorithmic flaws
and the need to address ethical issues (Edyko,
2023). The impact of Chat GPT on student atti-
tudes, learning motivation, and independence has
been studied (Yilmaz, 2023; Siregar et al., 2023),
highlighting the importance of understanding how
these Al tools influence educational experiences.

A comparative examination of risks and oppor-
tunities based on the authors’ experience with the
tested functionality of AI models such as Chat GPT
aims to clarify the nuances of Al in education,
guiding stakeholders toward informed decisions
that balance technological advancements with eth-
ical considerations in the pursuit of enhanced edu-
cational outcomes.

When communicating with a language Al ad-
hering to generally accepted definitions and re-
quests for explanations of universal and basic con-
cepts, it can be observed that Chat GPT provides
semantically correct, accurate, and well-formulat-
ed responses. For instance, when asked to explain
critical thinking on November 20, 2023, Chat GPT
provided the following response: “Critical thinking
is the ability to systematically analyse, evaluate,
and synthesize information and arguments to ar-
rive at rationally justified conclusions. It is an es-
sential intellectual skill that enables individuals to
better understand the world around them, solve
problems, make informed decisions, and effective-
ly communicate with others.”

Universal text (language) Al models like GPT
Chat fail in professional questions and specific
tasks even in general economic base subjects
where some relationships, terms, and links have
been misidentified and explained in detail (Pak-
$iova et al., 2023). In recent months, however, the
answers on these topics have been gradually im-

proving. Which indicates the ability of these tools
to learn gradually. However, they still contain un-
real, fabricated information and hallucinations,
which reduces the relevance of the answers to the
initial user trying to primarily learn new informa-
tion through Al in the topic being studied. It is also
important to know the method of entering prompts
in communication with Al for the relevance of the
answers. However, for this, the user’s knowledge
of the topic at a sufficient level is necessary for
communication to be beneficial and trustworthy.

Currently, attention is being directed towards
explainable artificial intelligence, where humanity
is striving to understand and explain the decisions
and conclusions of Al models. This approach is
crucial to ensure the credibility and transparency
of Al models, which is key to their broader accept-
ance and utilization in various fields such as medi-
cine, finance, or legal systems (Gunning & Aha,
2019). Lastly, there is also ongoing discussion
about the development of artificial general intelli-
gence (AGI), which should have the ability to per-
form tasks typical of human intelligence. This de-
velopment could have significant consequences
across various industries, including manufactur-
ing, commerce, education, and others (Chao, 2022).

In summary, generative models of artificial in-
telligence represent an important tool for creating
new data patterns. Additionally, artificial intelli-
gence is gaining attention in various industries, in-
cluding Industry 4.0, and the development of arti-
ficial general intelligence has the potential to
change how we understand and utilize intelligence
in the modern world. Higher education plays a cru-
cial role in preparing professionals for the respon-
sible and effective use of artificial intelligence
tools, aiming to maximize its positives and mini-
mize its negatives.

4.2 Barriers to the correct use
of Al text models

Al text-based models are a separate category of Al
tools that have boomed in their testing and use
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over the past year. Therefore, continuous research
and improvement are important to overcome barri-
ers and make full use of their potential. As part of
the research, we tested Chat GPT on several ques-
tions and communications, and the findings are
presented below.

When asked “What are the barriers to proper use
of GPT Chat” in GPT 3.5 itself — chatbot (https://
thechatgpt.ai/sk/chat, 10/10/2023), which is a free
service without the need to register and has a ca-
pacity of 2 questions whether separate chat threads
per day, the following facts were mentioned:

Proper use of chat Al like GPT can be associated
with various barriers. Some of the most important
barriers include:

1. Linguistic limitations:
¢ Characteristics: AI models such as GPT may
have limited linguistic range and difficulty
properly understanding slang terms, collo-
quial speech, and regional dialects.
¢ Explanation: This limitation may lead to in-
accurate answers, as the model may not cor-
rectly interpret informal language conven-
tions.
2. Lack of knowledge of the current context:

¢ Characteristic: GPT models provide answers
based on previous words in the input, but
cannot actively track and understand the
current context.

¢ Explanation: This can confuse or provide in-

complete answers, as the model cannot dy-
namically adapt to the changing context.
3. Bias:
¢ Characteristics: Al chat models may contain
an entrenched bias towards certain groups
of people or opinions because they are
learned from existing texts.

¢ Explanation: Models can reproduce this bias

when answering questions or providing in-
formation, which can negatively affect the
objectivity and fairness of answers.

4. Misunderstanding of ethics:

¢ Characteristics: GPT and similar models lack

moral or ethical knowledge, which can lead

to the provision of inappropriate, radical, or
unethical information.

Explanation: The absence of moral knowl-
edge may risk giving inappropriate advice or
information if the model is not adequately
treated.

. Importance of verifying information:

Characteristics: Al chat models cannot verify
the veracity of information, which requires
prudence and independent verification of
information from the user.

Explanation: Users must be proactive in ver-
ifying information obtained from models to
prevent the spread of false or erroneous in-
formation.

. Lack of grammatical correctness:

Characteristics: Despite a good understand-
ing of the language, GPT models may con-
tain grammatical errors.

Explanation: Grammar errors can affect the
readability of answers and reduce their pro-
fessional character.

. Inconsistency of responses:

Characteristic: GPT models can give incon-
sistent answers to the same question in dif-
ferent situations.

Explanation: Inconsistency can cause user
confusion and affect the credibility of the
model.

. Lack of sympathy or emotion:

Characteristics: Al chat models cannot show
sympathy or emotion, which can limit the
quality of user interaction.

Explanation: Models cannot express empa-
thy, which can affect the humanity of inter-
actions.

. Answering manipulative questions:

Characteristic: GPT models can be vulnera-
ble to manipulation through misleading
questions or attempts to obtain inappropri-
ate information.

Explanation: Models should be able to rec-
ognize manipulative questions and answer
with caution.



10. Failure to provide evidence or sources:

Characteristics: GPT models cannot identify
specific evidence or provide citations to sup-
port their answers.

Explanation: The absence of the ability to
provide evidence may reduce the credibility
of the information provided by the model.

11. Inaccuracy in technical topics:

Characteristic: GPT models may not have ac-
curate knowledge in professional areas or
may provide incomplete and inaccurate in-
formation.

Explanation: Models should be used with
caution in professional discussions, as they
do not have deep professional specializa-
tion.

12. Lack of noise control:

Characteristic: Chat Als can produce unnec-
essary noise or redundant information that
is not beneficial to the user.

Explanation: The presence of excess noise
can complicate communication and affect
the effectiveness of the model.

13. Meaningless or absurd answers:

Characteristic: GPT models can sometimes
produce answers that are not related to the
question or are meaningless.

Explanation: This can lead to misunder-
standing and diminish the credibility of the
model.

14. Lack of control over speaking styles:

Characteristic: GPT models cannot accurate-
ly imitate or adapt to specific speaking
styles, which can be a problem in certain sit-
uations.

Explanation: Models may have limited pos-
sibilities to adapt to the user’s communica-
tion style.

1S. Incompatibility with multilingual conversa-
tions:

Characteristic: GPT models may have limit-
ed ability to work with multilingual conver-
sations or be difficult to deal with multiple
languages at once.

¢ Explanation: Incompatibility can lead to
problems in situations where the ability to
handle multiple languages at the same time
is required.

16. Lack of understanding of unspoken intentions:

e Characteristic: GPT models may have diffi-
culty understanding hidden intents behind
questions or requests that are not directly
expressed in the text.

¢ Explanation: Models may misunderstand
hidden intents, which can lead to inade-
quate responses.

17. Inability to control the length of responses:

e Characteristic: GPT models can generate too
long responses, which can be inefficient and
difficult to read.

e Explanation: Too long answers can be im-
practical and difficult to process for the user.

18. Delay in response:

e Characteristics: GPT models get into limits
when processing high traffic, which can
cause delays in responding.

¢ Explanation: Delays can be problematic, es-
pecially in situations where an immediate
response is needed.

19. Replies containing personal data:

e Characteristic: Chat Als can unintentionally
reveal or request personal information from
a user, which can pose a risk to privacy.

¢ Explanation: Without caution, unintentional
disclosure of sensitive information may oc-
cur

20.Dependence on input quality:

e Characteristic: GPT models depend on the
quality and context of the inputs provided,
which can affect the quality of responses.

¢ Explanation: The quality of input is a key
factor for accurate and relevant model re-
sponses.

The AI chat model itself concluded by pointing
out that when using chat Al like Chat GPT, it is im-
portant to keep these barriers in mind and think
critically about the responses and outputs from
these tools. As academics, we can confirm almost
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all of these barriers from previous practice and our
experience.

We can support identified barriers to using Al
textual models correctly can stem from various
challenges identified in the literature. One signifi-
cant barrier is the need to augment large language
models with information from both textual and
non-textual sources for multi-turn dialogue, as
highlighted by (Sundar & Heck, 2023). This re-
quirement poses a challenge in ensuring that Al
models can effectively process and integrate infor-
mation from diverse sources to enhance conversa-
tional capabilities. Moreover, the black-box nature
of some Al models, as discussed by (Zhang et al.,
2022), presents another obstacle. The lack of trans-
parency in how these models arrive at decisions
can hinder the correct interpretation and applica-
tion of Al textual models, especially in critical do-
mains like healthcare where decisions need to be
explainable and trustworthy.

Furthermore, the complexity of Al models and
the need for extensive computational resources, as
highlighted by (Mao, 2021), can be a barrier. The
execution of Al models may face challenges due to
the high computational overhead, which can affect
the correct deployment and utilization of Al textu-
al models, particularly in resource-constrained en-
vironments.

The availability of sensitive patient datasets due
to data protection regulations, as noted by (Maas-
sen et al., 2021), poses a challenge in the health-
care sector. Ensuring compliance with regulations
while utilizing Al for text analysis in healthcare
settings requires careful handling of data, which
can impede the correct implementation of Al tex-
tual models. This barrier is applicable in education
system analysis as well.

4.3 Authors’ experiences and
recommendations

The effective implementation of Al in education
faces several barriers that need to be addressed to
maximize its benefits. Several key barriers to using
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Al in education have been identified in the litera-
ture. One significant barrier is the lack of skills
among educators and stakeholders to effectively
utilize AI in educational settings (Ahmad et al.,
2022). This includes a shortage of Al education
programs tailored to the needs of educators, hin-
dering the development and implementation of Al-
assisted applications in education (Igbal, 2022).
Additionally, the need for technical infrastructure,
training for teachers, ensuring data privacy and se-
curity, and addressing ethical considerations pose
challenges to the implementation of Al in educa-
tion is important (Mahligawati, 2023).

Moreover, ethical considerations related to the
unethical use of data, lack of trust, and concerns
about transparency and comprehensibility of Al-
driven systems are significant barriers to the adop-
tion of Al in education (Gupta, 2019; Abgaryan et
al., 2023). The multifactorial and highly situation-
al nature of ethical issues can limit the use of Al in
certain educational contexts, especially in sensi-
tive areas like medical education or GDPR (Chan &
Zary, 2019).

The current experience of authors-academics in
communicating with Al text (language) tools on
professional topics of the taught management and
finance subjects results in finding several incorrect
answers, using inaccurate terms and definitions,
and providing false information without substanti-
ated sources or evidence. Verification in primary
sources had to be used to detect them, so the fol-
lowing claim can be made. To make the user of an
Al tool, e.g. GPT chat in different versions, he
could fully use his help, he must have sufficient
background knowledge of the given issue to be
able to filter and correct the listed errors and inac-
curacies into correct concepts and relationships.
Sometimes such proofreading of inaccuracies is
more time-consuming and knowledge-consuming
than independent processing of the issue at the
level of one’s knowledge base with its gradual ex-
pansion through relevant primary literary sources
and generally accepted and verified knowledge
bases.



Figure 1 » Explanation of critical thinking

@ You

what is critical thinking, explain it

ChatGPT

Critical thinking is a cognitive process that involves analyzing and evaluating

or ina

logical reasoning.

Key components of critical thinking include:

understand their structure and components.
2. Inte L ing and

3. Inference: Drawing logical

d rational manner. It goes
beyond simply accepting information at face value and instead encourages individuals

to question, interpret, and draw well-reasoned conclusions based on evidence and

Analysis: Breaking down complex deas or information into smaller parts to

the meaning of information,
recognizing patterns, and connecting concepts.

based on available

evenwhenit

may not be explicitly stated.

a. ion: Clearly and

conclusions or decisions.

problems effectively.

T ion: E: and
as well as being open to revising them in |I;¢

the thought process behind one's

5. Problem-solving: Applying critical thinking skills to identify, analyze, and solve

6. Evaluation: Assessing the credibility and reliability of information, arguments, or
solutions by considering relevant criteria and evidence.
one's own beliefs, assumptions, and biases,

of new information.

Source: Chat GPT 3.5 (14. 1. 2024)

If this rule is not followed, if students rely on
such information and acquire it in the learning
process, there will be significant misrepresenta-
tion and misunderstanding of information, inaccu-
racies, and even inaccuracies in follow-up activi-
ties, education, and processes, which is the
greatest risk of massive and unregulated use of Al
tools in education. It is not in the capacity of the
teacher to monitor the complete individual com-
munication of all students and the continuous fil-
tering of incorrect information, so as not to distort
the content of the acquired knowledge of individu-
al students, where each of them may have com-
pletely different reinforced acquired incorrectness
or inaccuracy incorporated into their knowledge
base, which results from individually guided com-
munication of students with Al tools. It is impor-
tant, that Al tools be used, according to the possi-
bilities of the subject, for example, for part of a
lesson on a relevant issue, where joint communi-
cation with the Al tool would be conducted and co-
ordinated centrally by the teacher. When applied
in student group work, discussion using critical
thinking would be conducted centrally towards as-

sessing the relevance of the answers provided and
searching for primary sources confirming the ac-
curacy of the information that would be verified, if
any. Only in this case will students be able to ac-
quire the skills of applying critical thinking when
using Al tools and thus their correct use in all
spheres of their development. In this situation, the
role of the teacher as the moderator of this discus-
sion will be even more important since it is not
possible to fully prepare in advance for specific
contexts when applying open communication with
Al in the classroom. Therefore, the difficulty and
importance of pedagogical work will increase and
reach a different level than we have been used to so
far. The growth of the importance of qualified
teachers with a broad knowledge base in various
contexts and broader contexts, not only in the area
of primary focus of teachers with the ability to di-
rect students to apply critical thinking in various
situations, will grow in direct proportion with the
growth of the amount of free information, Al tools
with an unclear training base of data for providing
solutions and answers to various questions and
problems.
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In general, it can be emphasized that to elimi-
nate the identified barriers, it is essential to con-
sistently use elements of critical thinking, as di-
rectly explained (Figure 1) by Chat GPT 3.5
(14.1.2024).

The use of critical thinking is crucial in the cur-
rent and future context for processing and effec-
tively utilizing relevant information. It is essential
for students and teachers to quickly acquaint
themselves with its consistent application in vari-
ous domains and assess the effectiveness of appro-
priate methods through practical exercises. To
achieve this goal, sufficient space, and suitable
methods should be provided within the education-
al process, not only at higher education institu-
tions but also at lower levels of education. Regard-
ing the development of artificial intelligence tools
for practical use, it is necessary to eliminate inac-
curacies and misunderstandings in communica-
tion.

The greatest potential for the benefits of using
Al is seen by several authors in a personalized ap-
proach to learning, which can lead to better stu-
dent outcomes and increased student satisfaction
(Zhao & Kuh, 2004). Al can provide real-time feed-
back and support to students, allowing them to
track their progress and adjust their learning strat-
egies (Cao & Zhu, 2022). In addition, Al can in-
crease student engagement in higher education. Al
can also facilitate communication and collabora-
tion between students, allowing them to collabo-
rate on projects and tasks (Zhao & Kuh, 2004). By
incorporating Al technologies such as virtual reali-
ty and intelligent collaborative learning assistance,
students can have more interactive, engaging, and
possibly interesting learning experiences (Simhad-
ri & Swany, 2023). The importance of integrated
student support systems, 24/7 learning environ-
ments, and effective collaboration inside and out-
side educational institutions has been empha-
sized, aligning with the potential of Al to contribute
to personalized and innovative learning in higher
education (Vindaca & Lubkina, 2021).

The study by Hinojo-Lucena et al. (2019) pre-
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dicts the implementation of Al in higher education
within a period of four to five years, indicating the
global relevance and impact of Al in the scientific
literature. To create an effective artificial intelli-
gence (AI) model for personalized higher educa-
tion, it is essential to consider the impact of Al on
teaching and learning in higher education (Popen-
ici & Kerr, 2017). Al techniques, with their ability
to imitate human reasoning and decision-making
processes, can contribute to the development of
adaptive educational systems within e-learning
platforms, thus improving individual learning and
increasing student achievement (Colchester et al.,
2016). The implementation of Al in higher educa-
tion opens new possibilities and challenges for
teaching and learning, emphasizing the impor-
tance of declaring the limits of Al and technology
to establish a proper learning path (Slimi, 2022).

The use of Al and ML in education has been
recognized as an essential tool, emphasizing the
possibilities of Al and ML in improving the worka-
bility of both teachers and students (Dziatkovskii,
2023). The potential of Al and machine learning
(ML) in e-learning and higher education institu-
tions has been highlighted, indicating their great
potential to enhance student achievement (Kuleto
etal., 2021).

Al offers great opportunities, but also managea-
ble risks. There is a need to build trust in Al audit
algorithms, integrate cybersecurity, ensure human
control of sensitive processes, and adopt responsi-
ble Al that benefits society (PWC B, 2024).

Crucially, the discussion underscores the po-
tential mitigation of certain risks through diligent
measures and oversight, coupled with the maximi-
zation of opportunities through an ethical and ef-
fective utilization of Al within a dynamically evolv-
ing learning environment.

Research in the field of the use of tools and
evolving Al tools must be conducted in the area of
potential risks and opportunities, the current state
and potential of their application, as well as part of
the educational process at all levels of schools.
Only by harnessing the potential of Al with risk



elimination can a company move forward towards
the goal of the well-being of everyone in the socie-
ty following the principles of sustainable growth in
the context of the 2030 Agenda.

S. Conclusion

Integrating Artificial Intelligence (AI) into higher
education is undergoing a transformative para-
digm shift, utilizing generative models to enrich
and revolutionize traditional forms of education.
Despite the numerous opportunities presented by
artificial intelligence, it is crucial to address chal-
lenges, particularly in gaining a better understand-
ing of the field’s current state and identifying di-
rections for future research in multimodal machine
learning.

The abundance of information generated by
generative artificial intelligence language models
is inherently useless and can pose challenges in
comprehending contexts and interconnections be-
tween various topics when communication is im-
precise. The use of these models can be time-con-
suming and counterproductive if communication
with the respective Al model is not conducted
properly. However, it is essential to highlight the
significant potential of these models when appro-
priately applied, both in the practical application
of economic disciplines and in the educational pro-
cess for students.

Research and insights from authors underscore
the need to tailor teaching based on available data.
Researchers discuss the creation of an effective ar-
tificial intelligence model for personalized higher
education. This approach could be pivotal in en-
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Risks and Opportunities of Al Textual Models, e.g., Chat GPT, in Education

ABSTRACT

Textual (language) Al models such as Chat GPT are becoming a new key tool in education, both in online
and traditional learning environments. This paper aims to identify potential risks and opportunities when
using Al text models in education with partial recommendations for better application. Based on literary re-
view and analysis of the authors’ practical experience with the use of Al tools, using experiments and induc-
tion implication, their positives, negatives and identified barriers are derived and suggested approaches to
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their use. On the one hand, text-based AI models offer several benefits, such as personalized support for
teachers and students, increased availability of educational content, and streamlining of the teaching pro-
cess. On the other hand, there are concerns about ethics, privacy, and abuse of these models. The risks of in-
accurate information and misconceptions that can arise if students are unable to effectively identify, filter,
and correct errors in answers provided by Al are currently the most serious problems of its use. To actively
support the development of students’ critical thinking skills, it is appropriate for teachers to play an active
role in managing students’ communication with Al and assessing the accuracy and verification of informa-
tion with application of deep critical thinking and primary scepticism. While Al holds great promise for
transforming education, addressing barriers such as skills gaps, ethical concerns, and data-related chal-
lenges is essential to harnessing the full potential of Al in educational settings. By overcoming these barri-
ers through targeted training, ethical guidelines, and organizational readiness, educators can leverage Al
effectively to enhance teaching and learning experiences. In the realm of education, the most crucial skill for
graduates is the ability to adapt to the ever-changing work environment. Educational processes should be
designed to assist professionals in the economic field in preparing effectively for the widespread use of Al
tools and identifying and mitigating risks that could distort the economic environment.
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Artificial Intelligence; Chat GPT; Education; Risks; Opportunities
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1. Introduction

The concept of ESG (Environmental, Social and
Governance) is based on the requirements for
higher ethical responsibility of corporations,
which is examined by non-financial reporting
based on quantitative comparison of organisation-
al indicators (Elliot, 2012; Sachs, 2015). The origi-
nal purpose of ESG reporting was to provide a
comprehensive overview when analysing the deci-
sion-making of investors who, in the early 21st
century, became interested in whether organisa-
tions were also focusing on a broader concept of
responsibility in their management — not only eco-
nomic responsibility, but also social and manageri-
al responsibility (e.g. Fatemi et al., 2018; Subrami-
an et al., 2019; Pollman, 2022). A broader concept
of responsibility was indicative of the implementa-
tion of long-term strategies for organisational de-
velopment. ESG is a relatively new instrument for
measuring corporate responsibility, which is a
continuation of a broad current of demands for a
new type of management in line with the concept
of Corporate Social Responsibility (CSR) that
emerged in response to the increasing risks of a
globally connected world in the late 20th century
(e.g. Purvis et al., 2019; Gillan et al., 2021).

In the EU, ESG has become mandatory instru-
ment for organisations to report on their sustaina-
bility performance from 2024. The present paper
therefore examines how ESG rating is statistically
measurable in relation to investment rating in the
period 2020-2022, when it was still a voluntary in-
strument. The sector where the research has been
conducted is a group of the current largest global
oil and gas companies, which have long been per-
ceived by the public as one of the main drivers of
global climate change. The sector is considered an
ethically risky industry (Hove van den et al., 2002;
Rogers et al., 2012; Gupta, 2017). The research re-
sult showed a statistically very low relationship be-
tween ESG and investment ratings. Therefore, the
authors call the current situation in this sector as a
constant ethical challenge.

2. The importance of ESG in the current
concept of corporate responsibility

In 2004, UN Secretary-General Kofi Annan laun-
ched the Who Cares Wins initiative under the aus-
pices of the Global Compact, with the aim of reach-
ing out to 55 CEOs of the world’s leading financial
institutions to join in responsible corporate gov-
ernance with respect to conservation and social re-
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sponsibility. This initiative subsequently gave rise
to the terminology of Environmental, Social and
Governance (ESG). ESG built on the triple bottom
line concepts of CSR by seeking a balance between
the three fundamental factors (balance between
economic, environmental and social responsibili-
ty). Unlike theoretical CSR approaches, ESG cre-
ates a quantitative framework of accountability
measurement methodologies to evaluate an organ-
ization’s performance on the investment front
(Berg et al., 2021; Palacios, 2021; Pollman, 2022).
Sustainability, according to ESG, can be expressed
through a performance evaluation index in three
independent areas that give management new
tools (Edmans, 2023). ESG forms an instrument in
which sustainability and longevity of investments
can be evaluated. By improving and fulfilling each
area, a company becomes competitive in the long
run. If a company examines its ESG values, it dem-
onstrates to investors its future sustainability and
responsibility. These factors make the firm more

Graph 1 » Model development of ESG assets
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attractive and desirable (Ahmad et al., 2023; Fu
and Li, 2023; Chen et al., 2023).

Measurability of value and quantitative com-
parisons between companies is now becoming a
fundamental requirement of ethics. A growing
number of companies are increasingly implement-
ing methods to measure the environmental impact
of their activities. These first steps are also being
taken by companies that will not be affected by
mandatory regulations for the time being, but see
them as an advantage in terms of investment and
better allocation of their own resources. For exam-
ple, carbon footprints, greenhouse gas emissions
or energy consumption can be measured, not only
at the end production site but also in the supply
chain (Lawton, 2023). There is pressure to control
the supply chain in the energy and power industry
(S&P Global, 2023).

ESG is therefore a useful instrument that com-
pares organisations, institutions and companies in
three fields (environment, social and governance),
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Table 1 » ESG areas
Environmental

climate mitigation measures taken
and associated risks

Social

transparency and accountability at the
social level

Governance

transparency of accounting and
financial procedures

developing activities with sustainable
aspects and respect for the
environment

protection of health and safety in the
workplace

avoidance of corruption

transparency environmental

responsible behaviour in developing

responsibility countries

structure of internal audits

amount of waste and unwanted
substances produced

respects for human rights within the
company and across the supply chain

standards in executive remuneration

adoption of rules and regulations on

! - ublic relations
environmental issues P

diversity in the company’s
management structure

Source: Greene, 2021

for all different areas. Even investments in ESG ac-
counted for one-third of all professionally man-
aged assets in 2022. However, there is still much
debate around ESG as to whether ESG really has
that much impact and influence on investor behav-
iour or whether it is just a new form of pretend eth-
ics to improve corporate public image (greenwash-
ing, see Pollman, 2022). Graph 1 shows a possible
increasing trend towards investing in more sus-
tainable investments. It shows the evolution of
ESG assets by year and the projection that by 2024,
ESG mandated assets could account for half of all
professionally managed assets worldwide.

In each of the areas, basic categories are speci-
fied, which are then evaluated in terms of how the
company performs in the ESG area. It is therefore a
specific assessment of each area, where attention
is focused on the specific features of each area.

The European Union has gradually brought
these general rules to the forefront with a series of
mandatory taxonomies and reporting associated
with them (Bloomberg, 2022). This trend is related
to the defined taxonomy of renewable resources
and sustainable behaviour. The European Com-
mission and the European Parliament have devel-
oped directives to encourage the receipt of finance

into more sustainable economic activities based on
mandatory compliance (European Parliament,
2022). In 2014, the basis for non-financial report-
ing was established when the European Union
adopted the Non-Financial Reporting Directive
(NFRD), which came into force in 2017. The NFRD
has so far only covered certain types of companies
(such as banks, insurance companies and listed
companies with more than 500 employees). How-
ever, a new Corporate Sustainability Reporting Di-
rective (CSRD) was adopted in 2023, replacing the
NFRD. The directive was created to modernise and
strengthen the rules on sustainability, environ-
mental and social responsibility issues. The direc-
tive also includes ESG reporting, so-called non-fi-
nancial reporting, which was only voluntary until
the adoption of this directive. Until 2025, this di-
rective and the associated reporting will, for the
time being, only apply to companies already cov-
ered by the NFDR. However, from 2025, non-finan-
cial reporting will also apply to all small, medium
and large companies trading their securities on a
stock exchange (European Commission, 2023). Al-
though this is a directive within the framework of a
European Union regulation, mandatory reporting
will also affect companies outside the EU, but
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Table 2 » NFRD — CSRD timeline

NFRD

CSRD

Source: own processing

which, for example, have a subsidiary in its territo-
ry or list their securities on EU regulated markets
(Vines Fiestas, 2023).

Following the sustainable taxonomy of the
NFRD followed by the CSRD, a proposal was also
developed in conjunction with sustainable fi-
nance. The proposal was a regulation on disclo-
sure of information related to sustainable invest-
ments and sustainability risks. This created a
follow-on directive called the Sustainable Finance
Disclosure Regulation (SFDR). The SFDR empow-
ers the EU Commission to adopt delegated and im-
plementing acts to specify how competent authori-
ties and market participants shall comply with the
obligations laid down in the directive.

3. ESG rating

In the context of the taxonomy, the NFRD and
CSRD guidelines, a methodology was developed to
process ESG reporting. The ESG rating is the basic
rating system for each ESG area. This rating is the
basis for a number of scientific researches as well
as for investment professionals who see practical
use in this rating. Ratings are produced by differ-
ent agencies, with different evaluation criteria.
Each rating agency uses different methods to as-
sess sustainability. The principle of generating rat-
ings from each agency is to collect data from the
three basic categories (i.e. environmental, social
and governance) and use this to produce a compre-
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2017 Banks, insurance companies and publicly traded
companies with 500+ emloyees.

2024 Companies within scope of the NFRD.
2025 All 500+ emloyees companies.
2026 Small and medium-sized enterprises (SMEs).

hensive overall rating of the company (Pricewater-
house Coopers, 2023).

Each of the agencies creates its own rating sys-
tem and there is no legally anchored standard on
what exactly the ratings should look like. While
most agencies agree on what activities to include
in ESG ratings, the subsequent evaluation and
scoring is done by each agency individually. The
most well-known internationally recognised ESG
rating agencies include the traditional rating agen-
cies (e.g. S&P Global, CDP, Moody’s Corp, FTSE
Russell, Bloomberg and MSCI, see for Kroeger,
2023), but more recently specialized departments
have been emerging that primarily address ESG
ratings (e.g. Refinitiv, S&P Trucost and RobecoSam,
Sustainalytics, ISS ESG, MSCI ESG, Vigeo Eiris,
EcoVadis, Minerva Analytics). The importance of
ESG rating agencies is increasing in their potential
growing influence on individual national policies,
both in Europe (Rogge, Ohnesorge, 2022) and in
other parts of the world, e.g. China (Li et al., 2022).

ESG ratings are intended to help address issues
related to the reliability, consistency and overall
quality of individual firms and corporations. The
rating is thought to influence up to 82% of inves-
tors in their investment decision making process.
The value of a firm lies not only in its financial as-
pect but also in other non-financial measures (Ba-
ranga and Tanea, 2022).

The ESG rating is inspired by the rating in the
investment grade areas of an organisation’s quality



assessment. Among the many types of ratings in
the investment field, credit rating is the most im-
portant. Credit ratings support the development
and better functioning of capital markets. They
represent the ability of individual companies or
countries to meet their future financial obligations.
These ratings are created by credit agencies, which
include companies such as Standard and Poor’s,
Moody’s and Fitch (Bannier and Hirsch, 2010).
The importance of ratings and company assess-
ments is particularly relevant for investment and
lending purposes. Ratings help investors develop a
comprehensive view of a company’s financial sta-
bility and strength and support overall stability in
financial markets (Fitch Ratings, 2023). A higher
rating allows a company a better chance of raising

the capital it needs and gives investors greater cer-
tainty of a return on their investment. Interest rates
can also be affected by the rating, as they decrease
with better credit ratings. Disclosure and ratings
are also often requested by individual companies,
which then have the credibility to meet their obli-
gations. The credit rating of listed organisations is
a standard tool. ESG rating is new and its impor-
tance in the EU is growing as it becomes a manda-
tory tool, creating controversy. Mandatory rating
in the EU is likely to change the entire global ESG
rating industry. The question is whether the inspi-
ration from credit rating is transferable to corpo-
rate social responsibility through ESG, where ethi-
cal issues are difficult to quantitatively define. At
the same time, suitability relative to firm size is not

Table 3 » Comparison of ESG and investment grade ratings

S&P Moody's Fitch
AAA Aaa AAA
AA Aa AA
Investment grade
A A A
BBB Baa BBB
o
BB Ba BB =3
B B B =
z
ccc Caa ccc
Speculative grade
cC Ca cC
C C C
D D D

LAGGARD

A company lagging e industry baged on it
Figh exposure and fadure 10 manage
significanm ESG nsks

A company with & mixed o unexcegtionsl
trock record of managing the most
sgnilicanm ESG reks and opponunies
relative 1o industry peers.

LEADER

A company leadng At industry in
managing the most significant ESG risks
and copoMurites

Source: MSCI, 2023; Wall Street Prep, 2023; own processing.
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clearly addressed. For corporations, ESG is impor-
tant as a control mechanism, even for SMEs, the
question is whether it is an effective sustainability
instrument or whether it unnecessarily increases
costs and disclosures affect unfair competition.

4. Research methodology

The research focused on a comparison of ESG and
investment grade ratings in a selected area of the
economy. The present research is related to the
current development of ESG rating analyses with a
different pre-selected area (defined by geography
or sector of the economy, e.g. Wang et al., 2024).
For this paper, the oil and gas industry was select-
ed. Here, a strong focus on ESG initiatives can be
observed (Ramirez-Orellana et al., 2023). This per-
spective has traditionally focused on environmen-
tal aspects, but more recently also on the social en-
vironment (impact on stakeholders, see for Rush-
ton, 2021).

MSCI rating was chosen for clarity and the
greatest availability of data on the selected sector.
MSCI ratings on ESG are specific and widely used,
primarily because of the consideration of sector
type in the final rating. Each of the companies pro-
ducing an ESG rating uses a different value scale
for the rating. MSCI ratings are based on a scale of

Table 4 » Transforming ratings into a numeric code

letters denoting the quality of a given aspect of
ESG. The second data source used is Fitch’s credit
rating database. The reason for choosing this com-
pany’s database was the easy availability of data
and simple expedient processing of information.
The overall reliability of the agency in the global
rating investment environment also plays a role.
Company credit rating. Fitch’s credit rating is the
same as MSCI’s. Both are rated on an A-D scale. A
coding scheme has been developed for each of the
ratings to ensure accuracy and preserve the data
structure. The following Table 4 shows the exact
transformation and the substitution of each letter
with a number.

The 32 global top companies for which com-
plete ESG data is available for each of the years
2020, 2021 and 2022 have been included. Data pri-
or to 2020 is not available. The processed 2020-
2022 dataset can be obtained in open access form
and verified with both Fitch and MSCI. Both lists
include a range of more than 40 companies operat-
ing in the global upstream, midstream and down-
stream oil and gas markets. Only the 32 largest
companies were selected for research because all
data can be ascertained. The list below includes
the following corporations in their entirety: Shell
PLC, Orlen spolka akcyjna, Thai Oil Public Compa-
ny Limited, China Petroleum & Chemical Corpora-

ESG rating — MSCI Credit rating Fitch

Cccc 1 C 1
B 2 CC 2
BB 3 CcC 3
BBB 4 B 4
A 5 BB 5
AA 6 BBB 6
AAA 7 A 7
AA 8

AAA 9

Source: own processing



Measurability of value and quantitative comparisons between companies is
now becoming a fundamental requirement of ethics. A growing number of
companies are increasingly implementing methods to measure the environ-
mental impact of their activities. These first steps are also being taken by com-
panies that will not be affected by mandatory regulations for the time being,
but see them as an advantage in terms of investment and better allocation of

their own resources.

tion, TotalEnergies SE, Petroleo Brasileiro S.A.
(Petrobras), Empresas Copec S.A., S-Oil Corpora-
tion, Tourmaline Oil corporation, Marathon Oil,
Indian oil corporation, Saudi Arabian Oil Compa-
ny, Chevron corporation, PetroChina Company
Limited, BP P.L.C., Valero energy, Repsol S.A., Tur-
kiye petrol rafinerileri anonim sirketi, Hindustan
petroleum, Bharat petroleum corporation, Petro-
nas Dagangan Berhad, Oil and Natural gas corpo-
ration, OMV Aktiengesellschaft, Woodside energy
group, Cenovus Energy Inc., Enbridge Inc., Petro-
nas Gas Berhad, APA group, AltaGas Ltd., Neste
Oyj, Engies SA, Eni S.P.A).

The aim of the research was to determine
whether there is a statistical relationship between
ESG ratings and credit ratings. Correlation and re-
gression analysis is used to establish the stated ob-
jective. The research is expected to provide insight
into whether ESG scores can also influence the
credit rating of companies in the selected sector.
The research question has been set to determine
whether there is a statistically significant relation-
ship between ESG score and credit rating for com-
panies in the oil and gas industry? The research in-
volves the null hypothesis (HO) that there is no
statistically significant relationship between the
two ratings. In addition to this, an alternative hy-
pothesis (H1) that higher ESG rating scores lead to
higher credit rating scores was also developed. In
order to verify the calculation correctly, a two-
stage analysis was used. First, a correlation coeffi-
cient was used to determine the strength of the de-
pendence and the direction of the dependence,

followed by a regression analysis to analyse the in-
terdependence of the ratings more deeply and pre-
cisely.

4.1. Research results

After using the correlation function, the correla-
tion coefficient in each year for the credit and ESG
rating was found. Year 2020: correlation coeffi-
cient: -0.09, coefficient of determination: Rz =
0.0037 = 0.37%. Year 2021: correlation coefficient:
0.042, coefficient of determination: R2 = 0.0044 =
0.44%. Year 2022: correlation coefficient: 0.094,
coefficient of determination: R = 0.0283 = 2.83%.
Overall, however, all values are very close to 0 and
the correlation between ESG rating and credit rat-
ing of the sample is very weak according to the cor-
relation coefficients. Thus, the result, even after
checking the regression analysis and evaluating
the coefficient of determination, is that less than
3% of the variability of credit ratings in all years
can be explained by a linear relationship with ESG
ratings. The dot plot and the linear trend line
(Graph 2) also provide verification for the very low
dependence between the two ratings.

The results revealed a positive but very weak
correlation between the ratings. Therefore, the hy-
potheses that were part of the introductory chapter
of the research part could not be 100% refuted or
confirmed. However, the results of the research are
more closely aligned with the null hypothesis (HO)
where it was rather confirmed that there is no sta-
tistically significant relationship between the two
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Graph 1 » Model development of ESG assets

2020-2022

CREDIT rating

o
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ESG rating

Source: own elaboration, data from Taylor and Collins, 2023.

ratings. However, the alternative hypothesis (H1),
which stated that a higher ESG rating score leads to
a higher credit rating score, cannot be completely
discarded either. Thus, to a limited extent, this
positive relationship can be confirmed.

The positive but at the same time very weak re-
sults suggest that ESG factors play a role in deter-
mining firms’ creditworthiness. However, from
this research, limited to a certain number of com-
panies, it can currently be concluded that it is a
very insignificant factor affecting credit ratings.
However, the future assumption could be different.
Given the pressure being created on oil and gas
companies, ESG ratings could play a much larger
role in the future in determining credit ratings, fi-
nancial capability, and most importantly, risk sta-
bility.

After performing validation analyses in the
form of correlation coefficient and subsequent re-
gression analysis, the result is a very weak statisti-
cal relationship of ESG rating to credit rating. Since
the values in all three survey years were minimal,
the relationship between the independent and de-
pendent variable is negligible and statistically in-
significant. Despite the finding of a positive effect
of ESG factors, the conclusive results are in very

small numbers and the conclusiveness of the rela-
tionship here is very limited. Neither the research
question nor any of the hypotheses (HO, H1) were
confirmed in the affirmative.

There may be several reasons for finding such a
weak dependency. One possibility is offered by
ESG ratings, which may not be constructed ade-
quately for each sector. Individual aspects of ESG
may be difficult to measure. Therefore is difficult
to include in a credit rating, which is different for
each industry. The implementation of ESG ele-
ments is a long-term issue within an organisation
and the results of ESG implementation are seen
over a longer time horizon. The research has been
done in the period 2020-2022 due to the availabili-
ty of data and so the impact on the internal man-
agement of companies may be weak. The sector
under study itself may also be an issue as the oil
and gas industry is perceived by the public as a
risky industry. This means that despite a good sus-
tainability rating on environmental and social as-
pects, a company’s credibility on financial issues
may not be as telling. Uncertainty in the global oil
and gas stock markets caused by global political
events (e.g. war on the Ukraine-Russia border from
2022, political disputes between the US and Iran)
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may be causing inertia in investment ratings from
before the introduction of ESG reporting in the EU.

S. Conclusion

The industrial sector associated with the extraction
of fossil fuels, especially oil and gas, is perceived as
an ethically risky sector. Non-financial reporting
assessment methods such as ESG aim to present
the extent to which organisational management is
aligned with the sustainability philosophy. Origi-
nally, ESG served the purposes of stock market in-
vestors. This voluntary concept has recently be-
come mandatory reporting, with companies
having to report on their ESG policy within the EU.
A number of tools have therefore recently been de-
veloped that offer a methodology to report objec-
tively on ESG in a quantifiable form. Among com-
peting models, the model from MSCI was selected
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Constant ethical challenge of ESG reporting in oil and gas industry

ABSTRACT

The article focuses on the methodology of non-financial reporting Environment, Social and Governance
(ESG), which is becoming mandatory for companies in the EU. The authors examined the recent status of
voluntary ESG reporting with investor interest in a selected industry sector. The research investigated wheth-

er, in a pre-mandatory voluntary reporting period, investor interest in ESG was evident in the global oil and
gas industry. The authors researched ESG reporting by MSCI and investment grade ratings by Fitch from
2020-2022. Data for the research was collected from 32 global corporations that are considered major ethi-
cal risk areas with respect to sustainability. A regression linear analysis method was used to determine the

stated objective. The research results showed a small statistical relationship between ESG and credit rating.
The research was interpreted in theoretical terms as a constant ethical challenge.
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1. Introduction

With the development of trade as a dominant hu-
man activity and the evolution of society, contracts
for transportation are gaining in importance and
significance and their development is very dynam-
ic. Another important factor influencing this area
of ius privatorum and, to some extent, ius publi-
cum is that goods are increasingly transported over
greater and greater distances, where their trans-
port is carried out by several different operators
and is often not confined to the territory of a single
State or even a single continent. National laws, not
excluding Czech law, must respond to the dynam-
ics of trade development and provide carriers and
their contractual partners with an appropriate flex-
ible legal framework, taking into account the above
mentioned and other specifics, such as the fact
that these contracts cannot be separated in prac-
tice from private international law and internation-
al trade law, where transport contracts are widely
used. (Kraft, Vanéura, 2010)

Multiplication of means of transportation and
the quantity of goods transported has led to the
fact that contracts governing the area of transport
have become, especially since the beginning of the
21st century, the most common and widely used
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ones. The most frequently used one is contract on
the carriage of goods, forwarding contract and of-
ten also contract on operating a means of transpor-
tation. (Rodrigue et al., 2006)

We follow up on earlier publications. When,
among other things, discussing (even after almost
ten years of the effectiveness of the new Civil Code,
i.e. Act No 89/2012 Coll.) the issue, we will assess
whether the current legislation corresponds to the
legislation in other countries. (Marek, 2008; Ma-
rek, Jank, 2016) It has an effect on the use of this
legislation and that on its economic benefit (Elids,
2003).

2. Methodology and results

2.1 Goals of the paper and methods
employed

The goal of the paper is to discuss the main types
of transport contracts as they follow from the pro-
visions of the 2012 Czech Civil Code. In the frame-
work of the analysis of the contract of carriage of
goods, it also focuses on the regulation of trans-
port regulations. Within the part devoted to the
regulation of the (freight) forwarding contract, this
paper then focuses on the General Freight For-



warding Conditions issued by the International
Federation of Freight Forwarding Associations
FIATA.

The paper main objective is to analyse the prin-
cipial provisions of contracts in transport as ruled
by the 2012 Civil Code, focus on the legal aspects
of the development of Czech private law regulation
in overcoming the legal dualism existing between
1991 and 2012 and possible shortcomings of the
new regulation. The study has been performed by
using general theoretical scientific methods. The
use of the analytical method is complemented by
the historical method in comparing the rules taken
from the former 1991 Czech Commercial Code and
their impact on the 2012 CivC. The comparative
method is used to highlight the emergence of the
new content of contracts and its formation.

In addition to the characteristics of the relevant
contract types and the evaluation of the rights and
obligations of the contracting parties, the respec-
tive parts the aim at the means of ensuring the pro-
tection for the ordering party. The protection in-
struments provided to the latter in the different
types of freight forwarding contracts will be ana-
lysed, again by means of the comparative method.
The paper concludes by identification and assess-
ment of suitability of the legal methods employed
for the protection of customers in transport con-
tracts and, if necessary, to propose a change in the
legal regulation that would lead to an improvement
of this protection.

2.2 Forwarding contract

The development of the freight forwarding indus-
try, i.e. the industry involved in the operation of
procurement activities in the field of transport of
goods (consignments), is linked to the develop-
ment of trade and transport. Freight forwarding
contract (as the procurement of transport) has
been separated from the direct carriage of goods.
In practice, however, the distinction between
freight forwarding and carriage of goods (see next
chapter) is sometimes not precisely defined and

confusion between these activities occurs, with
possible negative consequences. (Marek, 2009).
Some court decisions have addressed this issue,
identifying differences in the practical construc-
tion of the relationship between the parties and the
mutual rights and obligations as they arise from
the statutory provisions for the relevant contract
types (e.g. judgment of the Supreme Court of the
Czech Republic 31 Cdo 488/2010 of 10 October
2012).

Under a forwarding contract, the freight for-
warder undertakes to procure for the principal, on
his own behalf and for his own account, the trans-
portation of the consignment from a particular
place to another particular place, or to procure or
perform acts in connection with the transporta-
tion, and the principal undertakes to pay the
freight forwarder a fee. Where it is agreed that the
freight forwarder shall procure for the principal the
receipt of funds from the consignee of the consign-
ment or perform any other collection operation be-
fore he has delivered the consignment or the docu-
ment enabling the consignment to be disposed of
to the consignee, the provisions on documentary
collection shall apply mutatis mutandis.

Forwarding (carriage of goods) is a subtype of
consignment contract. It its regulation, the 2012
Civil Code (CivC) in section 2471 et seq. largely
transposed the provisions of section 601 et seq of
the former 1991 Commercial Code (Dédic¢ et al.,
2002).

The development of trade and transport went
hand in hand with the development of forwarding
(shipping) — a field whose subject is the operation
of the procurement activities in the field of trans-
portation of goods (consignments). There has
been a separation of freight forwarding as the pro-
curement of transportation from the direct execu-
tion of the latter. In practice, however, the distinc-
tion between transport and freight forwarding is
sometimes not well defined and confusion be-
tween these activities occurs, with possible nega-
tive consequences. Moreover, due to the increas-
ing demands of clients in the field of logistics,
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freight forwarding agencies adapt their services
and try to provide a more comprehensive range of
services. The freight forwarding contract is often
combined with other contracts, such as a coopera-
tion agreement, a framework agreement, a con-
tract for the transport of goods and other untitled
contracts (Hradek, 2017)

When examining this type of contract, we see
that it is a type of procurement contract, a special
type of commission contract. It is significant that
the freight forwarder acts on his own behalf and on
the account of the principal. It is a contract for con-
sideration. Not exceptional will be the cases where
the contract will be concluded in writing, for ex-
ample in order to document the agreed content, in-
cluding the amount of remuneration.

According to the provisions of the forwarding
contract, the freight forwarder is responsible to the
principal in particular for the timely arrangement
of the transportation, for giving the correct dispo-
sitions for the execution of the transportation (e.g.
for loading the goods, for the use of a suitable vehi-
cle, for the date of transportation, for ensuring un-
loading), and for the correct handling of the con-
signment. The freight forwarder is obliged to
report to the principal as soon as he becomes
aware of any damage to the consignment. If he fails
to do so, he shall compensate the principal for the
damage caused by his failure to notify the latter. If
damage occurs to the consignment received in the
course of procuring carriage, the freight forwarder
shall compensate for it unless he proves that he
could not have avoided it.

It is assumed by the CivC that the freight for-
warder is a person who is very familiar with the is-
sue of freight forwarding. In particular, given his
subject of business, he should have an appropriate
level of professional competence. The freight for-
warder is also expected to act with due profession-
al care. However, the Czech Trade Licensing Act
does not seem to correspond to this assumption.
The Trade Licensing Act previously classified ‘do-
mestic freight forwarding’ as a concession trade.
It did not mention ‘international freight forward-
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ing’, which is a more professionally demanding
activity, in its annexes at all. Thus, this business
was a free trade, for the exercise of which it was
sufficient to make a declaration to the competent
trade licensing authority. The amendment to the
Trade Licensing Act ten years ago ‘removed’ do-
mestic freight forwarding from the concession
trade, and freight forwarding is a free trade as a
whole, for which no special professional qualifica-
tions are required under the Trade Licensing Act,
only compliance with the general conditions for
the exercise of the trade under the Act. This may
certainly cause problems in practice in some cas-
es, as even business entities with less expertise are
now engaged in the freight forwarding trade in our
country.

We may compare this regulation e.g. with the
legal rules of Austrian law. Here, forwarding is a
business under trade license, the operation of
which requires, according to the Trade Licensing
Act, the granting of a permit by the administrative
authority if following conditions are met: the oper-
ator, after completing a four-year apprenticeship in
the freight forwarding trade, has successfully
passed an examination with a freight forwarder’s
certificate if the trade is carried on personally; the
manager of the freight forwarder, in the case of a
legal person, must fulfil the same condition as if he
were carrying on the freight forwarding business
personally; or the operator or manager of the
freight forwarding company must have graduated
from a vocational secondary school or university
specializing in transport and freight forwarding.
(Zehetbauer, Motter, 2016)

Professional organizations are trying to develop
professional skills in freight forwarding. Freight
forwarders in the Czech Republic have associated
themselves in the Freight Forwarding and Logistics
Association of the Czech Republic (founded under
the original name of the Freight Forwarding and
Warehousing Association of the Czech Republic),
which has been a full member of the International
Federation of Freight Forwarding Associations FIA-
TA since 1992. It is a standard for FIATA members



to use the General Freight Forwarding Conditions,
internal statute issued by them.

It seems, however, that the application of the
above General Conditions will not suffice for spe-
cial consignments. Quite specific requirements
and demands on both the forwarder and the carri-
er arise especially in the case of transportation of
higher value cargo or when special technical con-
ditions are required (e.g. anti-static environment).
Abroad, this type of transportation is called , High-
Tech Transport“. For such consignments it will be
necessary to conclude a contract taking into ac-
count the individual characteristics of such trans-
portation.

At present, more and more traders are ap-
proaching professional freight forwarding compa-
nies, which guarantee transportation in the short-
est possible time while taking over the necessary
formalities associated with the consignment. With
the professionalism of their employees and techno-
logical know-how (which, among other things, al-
lows them to monitor data on the entire movement
of the consignment from the addressee to the re-
cipient), they provide quality services and there-
fore become everyday freight forwarders of many
consignments requiring speed of delivery, gentle
handling or prompt customs clearance. In today’s
modern concept, the professional freight forward-
er no longer acts as a mere procurer of transporta-
tion, but is able to provide a wider range of neces-
sary assistance. Such a position of the freight
forwarder is becoming particularly important in
international shipments of goods, which are both
organizationally and professionally demanding
and where the carrier can no longer provide ade-
quate service to the shipper due to its specializa-
tion. (Suchoza et al., 2011)

The task of the carrier is to transport the goods,
while the task of the freight forwarder may be to
ensure that the consignment gets from the con-
signor to the consignee through the transport
chain. There is a growing trend towards ‘turnkey
transport of goods’, where the above-mentioned
complex logistics solutions enable manufacturers

or sellers of goods to concentrate fully on their
business and leave all activities related to the flow
of goods to the freight forwarder.

If the contract is not concluded in writing, the
freight forwarder has the right to request from the
principal the provision of an order for carriage (for-
warding order). The forwarding order should spec-
ify the goods and the place of dispatch and destina-
tion. If the principal fails to provide the freight
forwarder with correct information about the con-
tents of the consignment and all the facts neces-
sary for the conclusion of the contract of carriage,
he shall compensate the freight forwarder for any
damage caused by the breach of this obligation.
However, the forwarding order shall not be neces-
sary for the formation of a contract, even if it is
customary. For the sake of completeness, it should
be added that the forwarding order is not a securi-
ty (Stenglové et al., 2005).

When deciding on the type of contract for car-
riage, it is necessary to distinguish whether the
freight forwarder undertakes to procure the car-
riage of the goods or undertakes to transport the
goods. In the former case, he concludes a forward-
ing contract, in the latter case a contract for the
carriage of the goods (see below). It is not decisive
whether or not the carrier will transport the goods
using his own or someone else’s means of trans-
port.

In connection with the proper determination of
the contract and the content of the contract, it
should be noted that the situation is similar for the
issuance of a forwarding order. If such an order is
inaccurately labelled (we can frequently see label-
ling such as ‘transport order’ or ,carriage order?),
the content of the order is decisive. “A ‘transport
order’ or ‘carriage order’ will be a ‘forwarding or-
der’ only if it implies the procurement of transpor-
tation as the object of the contract to be concluded.
If this is not clear, the different designation of the
order may, on the contrary, serve as a means of ar-
guing that the intention of the principal was not to
give a ‘forwarding order’ but to conclude a contract
of carriage.” (Pohtinek, 1997)
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Situation may occur where the freight forward-
er not only does not carry out the transport (which
is not the purpose of the forwarding contract), but
uses another person — another freight forwarder
(called as intermediary forwarder) — also to pro-
cure the transport itself. In such a case, however,
the freight forwarder is liable for the obligations
under the contract as if he had arranged for the
transportation by himself. The use of an additional
freight forwarder may be an option particularly in
the case of multiple subsequent modes of trans-
portation and in the case of shipments to foreign
destinations. The classic form of use of the servic-
es of an intermediate forwarder by the (main)
freight forwarder occurs in connection with the
provision of a ‘pick-up service’. This intermediate
forwarder, as a contractual partner of the (main)
freight forwarder, undertakes to carry out certain
activities on behalf of the former, e.g. arranging
the collection and distribution of goods from a ter-
minal abroad, etc.

If not contrary to the contract or if the principal
does not prohibit it — before the commencement
of the transportation at the latest, the freight for-
warder may the transportation to be procured car-
ry out by himself. In that case, he shall also act as
carrier. In carrying out the transportation, in such
a case, the functional arrangement will be more
straightforward. This procedure is known as ‘self-
entry’. In the latter case, however, the transporta-
tion shall not involve obligations arising from the
contract of forwarding, but from the contract for
the carriage of the goods. (Kopéc, 1994)

The freight forwarder shall arrange the method
and conditions of carriage with due care in order to
suit the interests of the principal, which are known
to the freight forwarder. The freight forwarder
shall be obliged to insure the consignment only if
this has been agreed. Accordingly, the freight for-
warder is not obliged to insure the goods by law,
but only if the contract so provides.

While maintaining due care, the freight for-
warder submit all the sender’s instructions to a de-
tail analysis but just normally assess them with
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due care required. Accordingly, the freight for-
warder shall notify the principal if the errors of the
latter are obvious. In the performance of the obli-
gation, the freight forwarder shall exercise due
care to arrange the manner and conditions of
transportation in the best interests of the principal
as they arise from the contract and/or as are other-
wise known to the freight forwarder. The freight
forwarder’s expertise and specialization in the sub-
ject-matter concerned shall apply. The care re-
quired shall not only relate closely to the procure-
ment activity itself but also to the goods. The
freight forwarder is liable for damage to the con-
signment received which arises in the course of
procuring the transportation, unless such damage
could not have been prevented by the exercise of
due care.

The freight forwarder should be a professional-
ly qualified person to procure the transportation,
but he need not have a good knowledge of the
goods to be carried and its nature, although the op-
posite would be to his advantage. If he does not
know all details of the consignment and its con-
tents, in order to proceed correctly, he needs to ob-
tain that information from the principal. Any pos-
sible mistake could lead to damage. The principal
is therefore obliged to provide the freight forward-
er with correct and complete information about
the contents of the consignment and its nature, as
well as other facts necessary for the conclusion of
the forwarding contract. In the event of a breach of
this obligation, the principal shall be liable for any
damage suffered by the former. This applies in par-
ticular to hazardous goods and goods, which are
only conditionally admitted for transportation if
the conditions for the carriage of hazardous goods
are complied with.

These conditions, as well as other conditions,
are regulated, in addition to national regulations,
by various international conventions (ADR for
road transport, RID for rail transport, IMDG for sea
transport).

The freight forwarder is obliged to report to the
principal any damage to the consignment as soon



as he becomes aware of it; a breach of this obliga-
tion will result in liability for damage to the princi-
pal for failure to comply with it. This is a special
provision in relation to the general preventive and
reporting obligation under the regulation of dam-
ages. The damage concerned includes both sub-
stantial and non-substantial harm. The special
provision deals with situations where there is im-
minent substantial damage to the consignment
and there is no time to request instructions from
the principal or the latter is delayed in giving such

al obligations, then it will be liable under the CivC
general provisions on damages. If the recipient of
the consignment knew or should have known of a
claim of the freight forwarder under the freight for-
warding contract against the principal, upon ac-
ceptance of the consignment he becomes a guaran-
tor of that claim. This rule means a strengthening
of the freight forwarder’s rights and the creation of
a statutory guarantee. However, this applies only if
the recipient knew or should have known of the
claim.

The freight forwarder is obliged to report to the principal as soon as he be-
comes aware of any damage to the consignment. If he fails to do so, he shall
compensate the principal for the damage caused by his failure to notify the
latter. If damage occurs to the consignment received in the course of procuring
carriage, the freight forwarder shall compensate for it unless he proves that he

could not have avoided it.

instructions. In such cases, the freight forwarder
may sell the consignment in an appropriate man-
ner at the expense of the principal, according to re-
spective CivC provisions — section 2126 and 2127
CivC (Hradek, 2017).

The freight forwarder does not generally bear
the risk of damage to the consignment. He shall
only be liable for damage to the consignment re-
ceived which occurred during the time of procure-
ment of the transportation. However, the above
does not apply if he proves that he could not have
prevented such damage. This is a special provision
in addition to the general regulation of damage
caused to goods taken over. However, the damage
shall not be subject to reimbursement if the person
who took over the goods can prove that the dam-
age would have occurred otherwise. In this con-
text, it should be noted that the freight forwarder is
not liable for breach of contracts agreed with the
carrier, i.e. it is not liable to the principal for dam-
ages incurred by the latter for breach of the for-
warding contract by the carrier.

If the shipper breaches other legal or contractu-

The freight forwarder shall be entitled to the
contractual consideration for the procurement of
the transportation or, if no consideration has been
agreed upon, the consideration customary for the
procurement of similar transportation at the time
the contract was concluded. In addition, the freight
forwarder shall be entitled to reimbursement of
the reasonable costs effectively incurred by him in
the performance of his obligations.

Here it is important to note when the freight
forwarder fulfils his contractual obligation. By a
forwarding contract, the freight forwarder under-
takes to the principal to procure on his own behalf
and for his account the transportation of the goods
from one particular location to another specified
destination. The former shall make such procure-
ment of transportation not only by finding a suita-
ble carrier and a suitable means of transportation,
but above all by concluding an appropriate con-
tract for the carriage of the goods. In practice, it is
debated whether the freight forwarder has fulfilled
his basic obligation under the forwarding contract
at the time of concluding the relevant contract with
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the carrier and reporting this to the principal or
only at the time of completion of the transporta-
tion, i.e. when the consignment is handed over to
its recipient (Liska et al., 2021).

In our opinion, the principal should pay the fee
and the costs incurred to the forwarder without
undue delay after the latter arranged transporta-
tion by concluding the respective contracts with
carriers, or intermediary forwarders, and notified
the principal of this fact.

The forwarder is to monitor further “progress”
of transportation and notify the principal with re-
spect to the statutory preventive and notification
duty (inter alia in the context of damages and the
obligation for reimbursement). In addition to a de-
tailed agreement on other contractual provisions,
it is particularly appropriate to agree in the con-
tract details on the remuneration, including,
among others, the rules on accounting — invoicing
and payment.

To secure his claims against the principal, the
freight forwarder shall have a lien on the consign-
ment for the time the latter is in the possession of
the freight forwarder or of someone who holds it
on his behalf, or the freight forwarder has docu-
ments authorizing him to dispose of the consign-
ment. In this connection he may also turn to an in-
termediate forwarder whose services he has
employed in the performance of his obligations
under the contract. If he does so, the intermediate
forwarder shall exercise all the rights to which the
former is entitled under his lien. If the intermedi-
ate forwarder does so, those rights shall pass to
him together with the lien securing them. It is
therefore an assignment by operation of law.

In conclusion to this part, we may sum up, that
the forwarding contract is in fact a special regula-
tion with regard to the use of the commission con-
tract (agency agreement) with necessary modifica-
tions. In the CivC, forwarding contract is regulated
by sections 2471 to 2481 and in other issues con-
cerned it refers to the use on consignment con-
tract, sections 2455 to 2470, which apply mutatis
mutandis (Svarc et al., 1996).
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2.3 Carriage of goods

The fundamental CivC provision to this type of
contract stipulate that by a contract for the carriage
of goods, the carrier undertakes to the consignor to
transport the goods as a consignment from one
place (place of dispatch) to another (place of desti-
nation), and the consignor undertakes to pay the
carrier the carriage fee. The contract is formed
principally by agreement on the essential elements
of the contract. The essential elements of the con-
tract are as follows:

* identification of goods to carry,

e carrier’s obligation to transport the goods,

* determination of the place of dispatch and the
place of destination,

e consignor’s obligation to pay remuneration.

A special method of termination of the contrac-
tual relationship is provided for in this legal regula-
tion. If the consignor does not ask the carrier to
take over the consignment within the agreed time
and if it is not agreed within six months of the con-
clusion of the contract, then the rights and obliga-
tions under the contract shall be extinguished.
However, in the case of relationships with of cross
border nature, involving more national regula-
tions, we will also have to follow the rules of inter-
national treaties, in particular those international
conventions governing the carriage of goods:

» Convention concerning International Carriage
by Rail [Cotif, 1980], with 1999 Protocol,

* Uniform Rules concerning the Contract of In-
ternational Carriage of Goods by Rail [CIM,
2016],

* Convention On the Contract For the Interna-
tional Carriage of Goods by Road,

e Warsaw Convention [1929] modified by the
1955 Hague Protocol (for air transport),

» United Nations Convention on the Carriage of
Goods by Sea [Hamburg, 1978] — its legal suc-
cessor, the United Nations Convention on Con-
tracts for the International Carriage of Goods
Wholly or Partly by Sea [Rotterdam, 2008], is
not in force yet;



¢ Budapest Convention on the Contract for the

Carriage of Goods by Inland Waterway [2000].

These international conventions apply to inter-
national carriage. Some provisions of these con-
ventions are not default (dispositive) but com-
pulsory rules. In cases the conventions contain
compulsory provisions for the parties to contracts
of carriage, this means that the contracting parties
cannot agree different arrangements between
themselves (Marek, Jankt, 2016).

As regards the application of the CMR to trans-
actions involving a foreign element, attention
should be drawn to one often forgotten provision
of this most frequently used international treaty.
The Convention states in its Article 1 that it applies
to any contract for the carriage of goods for consid-
eration by road vehicle if the place of receipt of the
consignment and the intended place of delivery, as
specified in the contract, are situated in two differ-
ent States, at least one of which is a contracting
State to the CMR Convention, irrespective of the
place of residence and the nationality of the parties
(Zbranek, Marek, 2007).

This provision applies regardless of the domi-
cile and nationality of the parties. It therefore fol-
lows that the Convention applies to contracts for
the carriage of goods between a Czech carrier and
a Czech consignor, provided that the place of re-
ceipt of the consignment (e.g. the foreign branch
of the consignor) and the supposed place of deliv-
ery are in two different states.

It follows from the above that if a Czech con-
signor concludes a contract with a Czech carrier,
provided that the place of dispatch of the consign-
ment lies outside the Czech Republic, e.g., in the
Slovak Republic, and the place of receipt of the
consignment in the Czech Republic, they conclude
a contract for the carriage of goods under the CMR
Convention, not under the Czech CivC. This cir-
cumstance is sometimes neglected in practice and
a number of problems arise on the part of the con-
signor, carrier or consignee, e.g., in the event of
complaints, claims for damages, etc. The CMR reg-
ulates the rights and obligations of the consignor,

carrier or consignee, their liability, and claims for
damages in a different way than the CivC.

It should be noted that the NCC does not pre-
scribe the written form as regards contracts for the
carriage of goods. However, the carrier is entitled
to require the consignor to confirm the requested
carriage in the transport document and the con-
signor is entitled to require the carrier to confirm
receipt of the consignment in writing. These con-
firmations therefore must be in writing.

If special documents are necessary for the car-
riage, the consignor is to hand them over to the
carrier the latest when handing over the consign-
ment for carriage. The consignor shall be liable for
any damage caused to the carrier by failure to hand
over such documents or their incorrectness.

The consignor is also obliged to provide the car-
rier with correct information about the contents and
nature of the consignment. The same what applies
to a breach of obligations in case of special docu-
ments applies also to a breach of this obligation.

In several matters, the regulation of securities is
closely related to the performance of the transpor-
tation. The certificate of receipt may be replaced
by the bill of lading. The bill of lading (as opposed
to the forwarding order in the case of a forwarding
contract, see above) is a security which conveys
the right to require the carrier to deliver the con-
signment in accordance with the contents of the
bill of lading. The bill of lading may be issued in
the name, to the order or on the bearer. The fact
that a bill of lading is a security implies that the
carrier is not entitled to examine why the bill of
lading is held by the person presenting it. If the bill
of lading is a registered bill of lading and if the bill
of lading does not state in whose name it is issued,
it shall be deemed to be issued in the name of the
consignor. The rights bound to a bill of lading to
the order of the beneficiary may be assigned by a
special or blank endorsement; rights bound to a
bill of lading registered in somebody’s name may
be assigned to another party according to the pro-
visions on the assignment of receivables. (Marek,
Janki, 2016)
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Because the Czech Republic is bound by inter-
national conventions and due to the use of other
international rules (e.g. FIATA), the contractual
practice of carriers is influenced by internationally
established terminology. This is especially true for
the term “bill of lading”. The term ‘bill of lading’ as
used in the CivC should be further distinguished
from the term “consignment note” as employed by
the CMR Convention (Art- 34). The latter is a doc-
ument accompanying the consignment, which
confirms the conclusion of the contract of car-
riage.

The minimum content of the consignment note
is stipulated by the law. The document shall pro-
vide as least the for the following:

e the name of the carrier and their residential ad-
dress or place or registered office;

 the name of the consignor and their residential
address or place or registered office;

* the designation, amount, weight or volume of
the goods carried;

» the form of the consignment note; whether it
was made out to somebody’s name or to the or-
der, and identification of the person to whose
name or order it was made out;

e specification of the place of destination; and

 the place and date of issue of the consignment
note and the carrier’s signature.

If the consignment note is issued in several cop-
ies, the number of copies must be marked on each
copy (cf. Kotdsek, Pokornd, Raban, 2005). After
the consignment note has been issued, only the
person entitled thereunder may suspend the car-
riage. Only this person is entitled to receive the
consignment. If several copies of the consignment
note were issued, several each of them has to be
presented. In the event of the destruction or loss of
the consignment note, the carrier is obliged to is-
sue a new consignment note to the consignor. As
with respect to any security, the law imposes an
obligation to indicate that a replacement note has
been issued. In the event of misuse of the original
consignment note, the consignor shall be liable to
pay for the damage caused to the carrier.

Proceedings of the 17" International Scientific Conference

The contents of the consignment note shall al-
ways be decisive for the carrier as regards the
claims of the person entitled thereunder. The carri-
er may invoke the provisions of the contract con-
cluded with the consignor against that person only
if they are contained in the consignment note or if
they are expressly referred to therein. Against the
person entitled under the consignment note, the
carrier may raise only objections arising from the
contents of the latter or from the relationship of the
carrier to the person entitled.

Similarly to the freight forwarder, the carrier
has a lien on the consignment for as long as he can
dispose of it to secure the debts arising from the
contract. If several liens are attached to the con-
signment, the carrier’s lien shall take precedence
over the liens previously created. If the forwarder’s
claims under the forwarding contract and the car-
rier’s claims under the contract for the carriage of
goods should collide, the carrier’s lien shall have
precedence over the forwarder’s lien.

The carrier is obliged to complete the transpor-
tation within the agreed period, otherwise without
undue delay. Certain time limits are specified in
the Transport Regulations. In case of doubt, the
time limit begins to run on the day following the
carrier’s acceptance of the consignment. If the con-
signee of the consignment is known to the carrier,
he shall be obliged to deliver the consignment to
him. If, under the contract, the consignee is to col-
lect the consignment at the place of destination, he
shall notify him of the termination of the carriage.
In addition, the CMR Convention mentions situa-
tions where no delivery period has been agreed
and specifies the time limits after which an unde-
livered consignment is considered as lost. (Jesser,
1992)

Situations may occur in practice when a con-
signment is transported successively by several
carriers, with each of them concluding a separate
contract. This may be a combination of different
modes of transport (e.g. by rail and then by road).
In such cases, each carrier shall be liable separate-
ly. In many cases, however, transportation is ar-



ranged in such a way that a contract is concluded
with only one carrier, who subsequently uses an-
other carrier to fulfil the contract. In fact, the carri-
er may fulfil its obligation by using additional car-
riers. However, he is liable in the same way as if he
had carried out the transport himself.

If the Transport Regulations limit the carrier’s
obligation to compensate damage to health, this
shall not be taken into account. Limitations under
the Regulations of the carrier’s obligation to com-
pensate harm, if any, shall not apply to harms
caused intentionally or through gross negligence.

The obligation of carriers operating public car-
riage to compensate for damage or other injury
may be limited by the Transport Regulations only
in particularly justified cases where the need for
such a limitation for domestic carriage necessarily
follows from the principles applicable to interna-
tional transportation.

The CivC, in its provisions concerning the con-
tract for carriage of goods, contains provisions for
delay in collecting the goods to be carried. If the
person entitled to collect the consignment is in de-
lay in collecting the goods for more than six
months, the carrier may sell the goods at the ex-
pense of that person. If the item is of greater value
and the carrier knows the address of that person,
the latter shall give a prior notice of the intended
sale and a reasonable additional period of time to
collect the goods. A shorter period may be speci-
fied in the Transport Regulations in justified cases.
This is particularly justified where the goods are of
a dangerous nature or where the goods are perish-
able. Sale by self-help shall also be allowed for
specified cases. The carrier may sell the consign-
ment at the expense of the consignor if there is an
imminent threat of substantial damage to the con-
signment, if there is no time to request instructions
from the consignor or if the consignor is in delay
(Marek, 2010).

The contract for carriage of goods is classified
as a contract against consideration. In practice, the
parties shall agree in particular on the application
of the carrier’s appropriate tariffs. The carrier shall

be entitled to the agreed consideration or, if no
consideration has been agreed, to the considera-
tion customary at the time of conclusion of the
contract, taking into account the content of the
carrier’s obligation. The carrier shall be entitled to
payment of the carriage fee when the carriage has
been carried out to the place of destination, unless
the contract provides that the latter is to be paid at
a different time. The carrier shall be entitled to a
pro rata part of the carriage fee, taking into ac-
count the carriage already effected, if he is unable
to complete the carriage because of circumstances
beyond his control.

The carrier shall be liable for any damage to the
consignment which occurs after it has been taken
over by the carrier and until it has been handed
over to the consignee. According to the CivC (sec-
tion 2566 para. 1), this does not apply if the carrier
could not have prevented the damage by exercising
his professional care. The carrier is not liable for
damages to the consignment if he proves that they
were caused (acc. to section 2566 paras 2 and 3):

* by the consignor, the consignee or the owner of
the consignment;

e by a defect or the natural properties of the con-
signment, including normal loss, or

* by defective packaging of which the carrier in-
formed the consignor when taking over the
consignment for carriage and, if a freight bill or

a bill of lading was issued, this defect in packag-

ing was recorded therein; and
» by defective packaging, even if the carrier did

not draw attention to the defect in the packag-
ing, if the defect was not apparent on taking
over of the goods.

The carrier has additional obligations in con-
nection with damage to the consignment. The car-
rier is obliged to notify the consignor promptly of
the damage to the consignment before it is handed
over to the consignee. If, however, the consignee
has acquired a right to take over the consignment,
the carrier shall notify the latter to the consignee.
The carrier shall be liable for damage caused to the
consignor or the consignee by a breach of this ob-
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ligation. This is a special type of notification obli-

gation.

In the event of loss or destruction of the con-
signment, the carrier shall be obliged to compen-
sate for the price the consignment was worth at the
time it was handed over to the latter. In the event of
damage or deterioration of the consignment, the
carrier shall be obliged to compensate for the dif-
ference between the price the consignment was
worth at the time of its receipt by the latter and the
price the consignment would have been worth at
that time if damaged or deteriorated.

With regard to the liability of the carrier for
damage to the consignment, it is important to note
the differences in the rules contained in the CMR
Convention. Indeed, it is the compensation for
damage to a lost or damaged consignment that is
often the subject of disputes between the contract-
ing parties. Article 17 of the CMR Convention sets
out in detail the grounds for excluding the carrier’s
liability. According to that carrier shall be relieved
of liability when the loss or damage arises from the
special risks inherent in one more of the following
circumstances:

e the use of open vehicles that are not insured,
provided that this use has been expressly
agreed and specified in the consignment note

e the absence or defective condition of the pack-
aging in the case of goods which, due to their
nature, are vulnerable to loss or damage when
not packaged or not packaged correctly;

* the handling, loading, storage or unloading of
the goods by the consignor, consignee or per-
son acting on behalf the latter;

 the nature of certain goods which makes them
particularly exposed to total or partial loss or
damage, in particular by breakdown, rust, de-
composition, drying out, leakage, normal decay
or the action of pests;

* insufficient or inadequate marking or numbers
on the packaging;

 transport of livestock.

Article 23 then sets out a limitation on the
amount of compensation that the carrier is obliged
to provide (for more details see Wyman, 2019)."

Individual modes of transportation have their
important specifics. This is reflected in the regula-
tion of certain issues in the Transport regulations
adopted especially for transport by rail, air, road,
inland waterway and sea. However, the regulation
of individual issues must be regulated by the
Transport Regulations within the framework de-
fined by law.

2.4. Operation of a vehicle

The regulation of a vehicle as a contract type is
contained in sections 2582 to 2585 of the CivC. The
basic provision for this type of contract is that the
contract for the operation of a vehicle obliges the
provider of the means of transport (the operator)
to undertake the carriage of the cargo specified by
the client for the means of transport and, for that
purpose, either to carry out one or more pre-speci-
fied trips with the means of transport or to carry
out such trips as the client may specify during the
agreed period, and the client undertakes to pay the
consideration.

The obligations of the provider and the client in
the basic provision determine the essential re-
quirements of the contract. These requirements
are as follows:

* the identification of the means of transport (ve-
hicle),

* the designation of the operation, i.e. the desig-
nation of the trip, i.e. the journey ( journeys) or
the period of time for the performance thereof,

 the obligation of the provider to transport the
cargo,

* the client’s obligation to pay the consideration.
This type of contract is used primarily in the

context of international trade transactions (in

Acc. to Art. 23 (3) of the CMP Convention, the compensation shall not exceed 25 francs per kilogram of gross weight short.

“Franc” means the gold franc weighing 10/31 of a gramme and being of millesimal fineness 900
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the former Czech International Commercial Code
there used to be a contract for the operation of
ships). Domestically, it is mainly used for the oper-
ation of aircrafts; it can also be used in the field of
so-called heavy transport (i.e. for the transport of
turbines, bridge structures, fuel storage tanks,
etc.).

In the practice of transportation, especially in
maritime and air transportation, this contract is re-
ferred to as a charter (ships, aircraft). In the opera-
tion of a vehicle, the obligation is specified either
e as a voyage charter, i.e. specifying the itinerary

of a trip to be performed by the means of trans-

port (also called as trip charter), or

e as a time charter — specifying the period for
which the means of transport is to carry the
consignments.

The voyage (trip) charter is similar to a contract
for the carriage of goods, whereas the time charter
is similar to a lease contract, or a contract for the
lease of a means of transport. However, a time
charter may become the basis of a voyage charter
or several voyage charters if the time charter client
enters into another voyage charter (subcharter)
with a third party.

The operator is obliged to ensure that the vehi-
cleis capable as means of transport of the journeys
covered by the contract and is operable for the car-
riage specified in the contract. The operator is also
obliged to provide the vehicle with a competent
crew and with the fuel and other necessities for the
journeys under contract. If the means of transport
is not capable, the operator shall indemnify the cli-
ent against any damage resulting therefrom, un-
less he proves that he could not have foreseen such
incapacity even with the necessary care.

If the operator accepts cargo for carriage, the
provisions governing the contract of carriage shall
apply mutatis mutandis to the identification of the
rights and obligations of the parties, if the nature
of the contract for the operation of the vehicle so
permits. The customer may assign the right to de-
mand the agreed operation of the vehicle to anoth-
€r person.

The provisions of the CivC on the contract for
the operation of a vehicle are relatively brief, but in
the ten years that the Code has been in force it has
proved that it is not a dead letter law (Li$ka et al.,
2021).

3.Conclusion

The transportation transactions are modernising
and transforming segments of commercial life (for
example, in practice it is not uncommon for more
than one contract to be concluded for carriage for
the same commercial transaction, either of the
same or different contract types, e.g. a freight for-
warding contract and a carriage of goods contract,
or multiple carriage of goods contracts), however,
their forms remain conservative and the legal rules
corresponds to this.

Thus, the simplification of the regulation by the
CivC — abolition of the former duality — has not
brought any difficulties for the regulation of “com-
mercial obligations in transport”, on the contrary,
the guidance throughout the transport contractual
area has been simplified. However, it should be
pointed out again that the paragraph wording in
the codification — apart from minor changes — re-
main true to the former rules governing these con-
tracts in the repealed 1991 Commercial Code.

In the area of freight forwarding, the Civil Code
introduced a new provision concerning the liabili-
ty of the consignee of a consignment if it knew or
should have known of a claim by the freight for-
warder under the freight forwarding contract
against the principal. It also provides for a new ob-
ligation on the part of the intermediate freight for-
warder to assert, at the request of the former
freight forwarders, any rights which they have un-
der their lien.

Since most of the statutory provisions on con-
tract in transportation in the new codification re-
mained as “default rules”, the parties are free to
contractually negotiate their rights and obligations
differently. The contract may also make reference
to the various terms and conditions or schedules of
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carriage, which, given the general nature of the
regulation of these contracts, specify the rights and
obligations in relation to the needs of the different
types of carriage.

As regards the amendments de lege ferenda, it
would be useful to analyse more extensively non-
statutory rules such as general terms and condi-
tions or schedules of carriage. At the same time, it
would be useful to follow the case law of the courts
and their solutions in relation to practical cases.
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Forwarding, carriage of goods, operation of a vehicle contracts in Czech Civil law

ABSTRACT

The development of trade in the modern economy has brought about an increased importance of transpor-
tation. Multiplication of means of transportation and the quantity of goods transported has led to the fact
that contracts governing the area of carriage have become, especially since the beginning of the 21st centu-
1y, the most common and widely used ones. The most frequently used ones are the contract on the carriage
of goods, the freight forwarding contract and the contract on operation of a vehicle.

In practice there are often situations when more than one of the contracts on transportations are used with-
in one and the same trade transaction (e.g. a forwarding contract and a contract on the carriage of goods),
although comprehensive logistic solutions either under a forwarding contract or under the so called innom-
inate contract have recently been increasingly required by contracting parties.

The paper aims at analysing of selected issues of contracts in transport in context of the relatively new Civ-
il Code, focusing on their significant aspects, as well as to highlight the potential weaknesses in the regula-
tion. The text was prepared on the basis of general theoretical scientific methods. The use of analytic meth-
od is accompanied by the historical method when comparing the rules taken overt from the former
Commercial Code. Comparative method is employed in the highlighting of the origin of the new content of
contracts and its formation.

KEY WORDS
contracts of carriage; forwarding contract; contract for the carriage of goods; contract for the operation of a
vehicle
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1. Introduction

In today’s dynamic times, corporations face an ex-
traordinary stream of rapid changes and trans-
formative influences such as the covid-19 crisis,
climate change, the war conflict in Europe and the
accompanying energy crisis. These changes are
calling for reconsideration on how competitive-
ness and a favourable market position in the busi-
ness environment can be sustained. In response to
relentless external pressure, businesses must in-
vest considerable effort in making strategic deci-
sions and demonstrating courage in their imple-
mentation. They face the imperative to respond,
adapt, and potentially transform their strategies to
remain competitive. In recent years, there has been
a growing surge of interest in innovating employee
performance management for its significant role,
linking strategy and the overall direction of enter-
prises.
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OKR is a model integrally connecting goals of
corporation teams and individuals with the strate-
gy of the organization to drive agile performance.
The objective of the article is to provide back-
ground for the planned primary research and to
present the overview of the current concepts and
theories on both Continuous Performance man-
agement and OKR framework. Literature review
and synthesis of the most important aspects in the
field of continuous performance development
were chosen as research methods. The authors fo-
cus on the description on how the Continuous Per-
formance management and OKR can work togeth-
er, their interconnection and compatibility.

2. Corporate Strategy and Performance
Management

To explain the relationship between corporate
strategy and performance management, it is im-



portant to define the meaning of both terms. Hun-
ger and Wheelen classifies strategy into three seg-
ments: corporate strategy, business strategy, and
functional strategy. Corporate strategy encompass-
es the highest-level strategy, a broad strategy cov-
ering the perspective of the entire organization. In
the middle of this model is a business strategy
which pertains to individual business units and is
determined by specific areas of interest. Function-
al strategy, also called operational strategy, resides
at the lowest level of this hierarchical model, and is
designed to individual organizational depart-
ments, such as HR Strategy, IT Strategy, Innovation
Strategy, and so on. The authors describe corpo-
rate strategy as a comprehensive plan that provides
guidance on how a corporation can achieve its
goals and mission by establishing a shared overall
direction (Hunger, Wheelen, 2013).

In his 2023 article, David Burnie (2023) builds
upon the foundational model of strategy levels and
discusses corporate strategy as a distinct long-term

Figure 1 » Performance Continuous Review Model

plan aimed at attaining a competitive advantage by
delivering on company objectives while simultane-
ously meeting the commitments of both customers
and stakeholders. Burnie asserts that an effective
corporate strategy extends beyond merely describ-
ing the company’s vision and mission. He identi-
fies several components of corporate strategy that
play a crucial role in its successful implementa-
tion. Within the context of this paper, the compo-
nent most relevant to mention is the area dedicat-
ed to performance management. Burnie refers to
this component as “key elements of performance
management to track the execution journey”. He
emphasizes the importance of clearly defined ob-
jectives and key performance indicators to ensure
proper control and monitoring.

3. Continuous Performance Management

Performance management is the process of contin-
uous feedback and communication between man-

Organization
Purpose

Measure of organization performance

Unit / Department

Measures

[
Subordinate proposes goals and measures
for own performance
[

]
Supervisor establishes goals and measures
with subordinate
J

| Agreement |

[
Continuous Check-ins Feedback |
[

]
| New imputs Eliminations of unintended
]

| Annualy Review |

| Evaluation of Organization Performance |

Source: Wagnerova (Wagnerova, 2008)
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agers and their employees to ensure the achieve-
ment of the strategic objectives of the organization.
Irena Wagnerovd depicts performance manage-
ment to be an ongoing and adaptable process that
typically is executed in the annual cycle. This cycle
begins with goal setting, continues with ongoing
reviews and feedback on performance, and con-
cludes with an evaluation. Wagnerova describes
three stages of performance review within this cy-
cle. The first stage involves providing feedback im-
mediately after the completion of a project or task.
The second stage proposes conducting reviews on
a quarterly and mid-yearly basis, while the annual
review is considered to be a minimum requirement
(Wagnerovd, 2008).

Johnson, Scholes and Whittington emphasize
the need for regular performance review and ap-
praisal. They highlight that performance manage-
ment is a continuous process that requires con-
stant monitoring, reviewing, and adapting. By
doing so, organizations can ensure their alignment
with strategic objectives and can adapt to changing
circumstances and market conditions (Johnson,
Scholes, Whittington, 2009).

Moreover, Wagnerovéd (2008) emphasizes that
performance management is an extension of effec-
tive managerial practices. It serves as a framework
that enables the attainment of organization goals.
This framework and guiding philosophy can only
create the foundation for a governance system if
managers accept it as their own.

4. Implementation of Continuous
Performance Management

Ian White implies that business leaders can attain
their goals by exploiting the three C’s model of per-
formance management — continuous, contextual,
and cultural. He spotlights performance manage-
ment as a key organizational pilar for attracting, re-
taining, and cultivating talent. Despite that, only
8% percent of global organizations report that their
performance management strategy generates high
levels of worth, for managers and employees.

White reckons that it is critical for leaders to un-
derstand their employee’s data. It helps them to
create conditions in the organization for establish-
ment of enhanced, more continuous performance
management processes (White, 2022). This ap-
proach of considering the three “C’s” dimensions
increases the ability of the organization to under-
stand their people more comprehensively. It allows
to make the process more powerful. The imple-
mentation of continuous performance manage-
ment, as opposed to traditional performance man-
agement approaches, requires a need for change
acceptance within the organization. Hodges talks
about the nature of change and that it is necessary
for leadership to think about what the change re-
quires from the company to make it happen. Hodg-
es deals with change based on this concept and
sorts change according to a variety of shapes and
sizes — incremental, transformational, a mix of
both, as well as proactive or reactive, planned, or
emergent. The aim of this chapter is not to de-
scribe all of them. But which one does relate to im-
plementation of continuous performance manage-
ment? Hodges depicts attributes of incremental
change also called operational being constant,
evolving, and cumulative and results to achieve
improvements. Most changes in organizations are
estimated to be incremental (Hodges, 2021). The
main feature of this type of change is constructed
on what has been already accomplished and is
close to the continuous improvement cycle defined
by William Deming (1986). While the transforma-
tional change requires a metamorphosis from one
state to another. It literally means abandoning the
existing norm and transforming it to a newly for-
matted norm of a different nature. Hodges argues
that a transformational change mostly occurs as a
response to the environmental trend, and it is fun-
damentally characterized by the necessity of or-
ganizational strategy revision typically demanding
amendment of internal structures, systems, and
processes. In fact, these are all elements of the or-
ganizational culture that determines a direction of
the business. Essentially, only the changes in these



structures can ensure a new direction of the busi-
ness. “Since a transformation involves a paradigm
shift and completely new behaviors, it means doing
things differently rather than doing things better”
(Hodges, 2021).

The typical approach for implementation of
continuous performance management is the use of
a mix of these two types of changes introduced
above, commonly known as a punctuated equilib-
rium. This change oscillates between incremental
long periods of stability and transformational
short blasts that fundamentally change an organi-
zation. “The inspiration for this approach arose
from two sources: first from Stephen Gould who,
as a natural historian with an interest in Charles
Darwin’s theory of evolution, argues that there is
evidence pointing to a world punctuated with peri-
ods of mass extinction and rapid origination
among long stretches of relative tranquility; and
second from the research of Connie Gersick, who
defines the punctuated equilibrium as relatively
long periods of stability (equilibrium) punctuated
by brief periods of intense and pervasive transfor-
mational change that leads first to the formulation
on new missions and then to the initiation of
new periods of equilibrium”. Hodge refers to Eric
Abrahamson and states that to determine the right
timing, pace and level is crucial for successful im-
plementation of this mixed approach (Hodges,
2021).

Brooks places significant emphasis on the ac-
ceptance of change by employees as a crucial fac-
tor in creating opportunities for successful change
implementation while using a consultative ap-
proach with lower levels of employees. In addition,
sharing the context of the planned change and ex-
planation of its benefits determines the level of em-
ployee’s engagement and contribution. Pluralistic
leadership of change is particularly effective. In-
deed, a leadership network can capture multiple
necessary dimensions. Brooks talks about these
dimensions: aesthetic — ways of communicating
change, political — establishment of policies, ethi-
cal — frame of morale norms appropriate to the na-

ture of change, actionable — converting new ideas
into practice and formative — new source of legiti-
macy within organization. All of these have their
importance. Change driven collectively has a sig-
nificantly increased chance of acceptance in the
company (Brooks, 2003).

S. Continuous Performance Management
and OKRs

Grove realized that the old way of goal setting with
the model of MBO (Management by Objectives)
was not satisfactory. Grove, drawing on his under-
standing of behaviour science and cognitive psy-
chology, and based on existing MBO, he rede-
signed the technique by assigning key results to
objectives and shortened the feedback review cy-
cle from annual to quarterly. He achieved very pos-
itive results with this method and the OKRs were
born. Andy Grove is recognized for his progress
principle (tracking and seeing progress) which is
critical for fostering inner work life. Recent studies
performed by Amabile and Kramer in 2011 show
how Grove was ahead of his time (Haak, 2021)

OKRs acronym means: O = Objectives, K = Key
and R = Results. It is a model integrally connecting
goals of teams and individuals with the strategy of
the organization to drive agile performance. The
definition of OKRs by authors of the book Objec-
tives and Key Results; Driving Focus, Alignment
and Engagement with OKRs: “OKRs is a critical
thinking framework and ongoing discipline that
seeks to ensure employees work together, focusing
their efforts to make measurable contributions that
drive the company forward” (Niven, Lamorte,
2016). The authors highlight the significance of ef-
fectively communicating and defining the model to
team members. They stress the need for a clear
and concise explanation of what the model entails
and its purpose. By providing specific details and
explanations, teams can develop a shared under-
standing of the model and its objectives. They rec-
ommend using consistent definitions for OKRs to
avoid any misleading of the intent.
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Critical-thinking framework: Just monitoring
numbers is not sufficient. You need to get behind
the numbers and dig deeper into what they are tell-
ing you. It can be a challenge in the beginning, but
you learn to ask the right questions when you
think about performance as this approach should
result in acceleration of performance.

Ongoing discipline: It is all about your com-
mitment to what should be done and about putting
energy, time capacity and overall efforts efficiently
to this goal. It means your goal setting means a
benefit for you. Use of this model entails modifica-
tion of OKRs each quarter based on your up-to-
date achieved results carefully select strategy to de-
liver desired results in the next quarter or in a
defined cadence.

Ensure employees work together: to establish
a cross-functional collaboration in a structured
manner to maximize alignment. To collaborate
with transparency become an inherent part of the
game and OKRs should be shared broadly with col-
laborating teams so that everyone from top to bot-
tom can see the objectives and key results.

Focusing their efforts: OKRs are a checklist of
tasks. OKRs aims to identify critical business ob-
jectives, and such should gauge accountability
through quantitative results. The essential princi-
ple is to focus on what to do and not on what not to
do.

Table 1 » Two Concepts Comparison

Make measurable contributions: The enor-
mous tendency is to avoid any subjectivity in
measuring results. This is the main reason why
typically results are measured in quantitative na-
ture. Whenever possible, the intent is to ensure
having precisely measured objectives with elimi-
nation of subjective elements.

Drive the company forward: the ultimate suc-
cess is attainment of your goals. “An objective is a
concise statement outlining a broad qualitative
goal designed to propel the organization forward in
a desired direction” (Niven, Lamorte, 2016). The
objective needs to be time-bound, feasible in the
quarter, and well-formulated to provide a clear
message. In contrast, a key result comprises quan-
titative measures of achievement of a set objective.
Niven, Lamorte advise to use the auxiliary ques-
tions that helps employee in creation of OKRs. To
set objectives, employee asks: “What do we want to
do?” For key results, employee asks: “How will we
know if we have met our Objectives” (Niven, Lam-
orte, 2016)?

Mooncamp GmbH online article profoundly ex-
plains how OKRs work together with Performance
Management. “Performance Management is the
process of ensuring that a set of activities and out-
comes achieve an organization’s goals in an effec-
tive and efficient manner. Performance manage-
ment can focus on the performance of an

Text Performance Appraisal Continuous Performance Management
Meaning Analys.is of an employee’s performance and People-centered approach to continuous
potential for future development employee development
Nature Rigid Agile
Type of tools Operational Strategic
Responsible Human Resources Managers
Execution Annual Continuous
Focus Quantitative Aspects Qualitative Aspects
Corrections Retrospective Prospective

Source: Mooncamp Website (Mooncamp GmbH, 2021)



Figure 2 » OKRs and Continuous Performance Management

Objectives and Key Results

Weekly

OKR Check-in

Quarterly
OKR Planning

OKR Review

OKR Retro

i

\/

1:1 Meetings

Montly

360° Feedback

Semi-annually

| Continuous Performance Management |

Source: Mooncamp Website (Mooncamp GmbH, 2021)

organization, a department, an employee, or the
processes used to accomplish specific tasks” (Moon-
camp GmbH, 2021). It is appropriate to remember
the two concepts of performance management. Re-
cently many companies have left the traditional
performance management concept and transi-
tioned to the modern and agile concept of continu-
ous performance management. The table on the
next page provides an overview of the essential dif-
ferences between the two concepts — traditional
performance management and continuous perfor-
mance management.

According to the article published by Moon-
camp GmbH, continuous performance manage-
ment creates a trusting workplace, where people
actively control their own development. The typi-
cal attribute of this concept is a culture, in which
employees support each other and are collabora-
tive much more than competitive. The agile peo-
ple-centric approach enables to drive, assess, and
improve employee performance. OKRs, and this
agile concept of performance management utterly
fit together. Continuous performance management

characterises these elementary features: ongoing
recognition and appreciation, regular debates
about goals, skill development and learnings initi-
atives, feedback provided in constructive way, con-
tinual frequent check-ins, and discussions. OKRs
involve team level performance and continuous
performance management comprises focus on in-
dividuals and their development goals. “Of course,
the attainment of Key Results may be included in
conversations around performance and develop-
ment. However, it is crucial to make it unmistaka-
bly clear that the goals are not hardwired to com-
pensation and performance evaluations of
employees” (Mooncamp GmbH, 2021). OKRs and
continuous performance management can mutu-
ally boost each other if they are successfully inte-
grated into processes. It is also necessary to use a
suitable dedicated software to embed OKRs in the
organization. The following diagram visualizes the
compatibility of these two concepts. One focuses
on teamwork and the other on an individual and
his/ her development.

Niven, Lamorte in their book Objectives and
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Key Results talk about the fact that regular, and
structured performance reviews have become a
part of the operating rhythm, and corporate cul-
ture. They add that the discipline, and way of re-
view conduction increased to upper level to be able
to execute successfully in today still changing
world. They mention: “You need fresh current data
points throughout the quarter that can be trans-
formed into useful knowledge to be deployed
throughout the enterprise (Niven, Lamorte, 2016).
They suggest a three-stages approach: Monday
meetings, mid-quarter check-ins, and end-of-quar-
ter reviews.

6. Conclusion

The article presents the concepts of corporate
strategy, performance management, and continu-
ous performance management based on the litera-
ture overview. The authors clarified the intricate
relationship between corporate strategy and per-
formance management in an organization and dis-
cuss the essential role of the performance manage-
ment process as an organisational tool for the
implementation of corporate strategy. The need to
continuously review and evaluate the performance
management process was also emphasized as it
has become a pivotal part of the process.

This approach of considering the three “C’s” dimensions increases the ability of
the organization to understand their people more comprehensively. It allows
to make the process more powerful. The implementation of continuous per-
formance management, as opposed to traditional performance management
approaches, requires a need for change acceptance within the organization.
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Objectives and key Results (OKR) as a key to Continuous performance: Review of Current
Concepts and Theories

ABSTRACT

In today’s dynamic times, corporations face an extraordinary stream of rapid changes and transformative
influences such as the covid-19 crisis, climate change, the war conflict in Europe and the accompanying en-
ergy crisis. Facing these changes companies need ensure that they achieve their goals in a most efficient and
comprehensive way.

The objective of this article is to present the overview of the main perceptions on both Continuous Perfor-
mance management and OKR framework, the two concepts that in combination can help organizations
boost their employees’ performance, align the employees’ and organizations’ objectives and goals and
achieve the strategic goals of the organization.

Authors provide the background for the planned primary research and present the overview of the current
concepts and theories on both Continuous Performance management and OKR framework. Literature re-
view and synthesis of the most important aspects in the field of continuous performance development were
chosen as research methods. The authors focus on the description on how the Continuous Performance man-
agement and OKR can work together, their interconnection and compatibility.

KEYWORDS
performance management; OKR; corporate strategy; continuous performance management; corporate
goals; employee performance goals
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1. Introduction

This article explores the intersection of Carol
Dweck’s fixed and growth mindset model with job
satisfaction among managerial and leadership
roles in a remote customer support organization,
diploma thesis research run in 2023 in a multina-
tional environment. The study investigated the po-
tential correlation between mindset and job satis-
faction, aiming to shed light on whether fostering a
growth mindset could positively influence employ-
ee satisfaction. The theoretical framework encom-
passed an extensive literature review on mindset,
motivation, self-actualization, job satisfaction, per-
sonal development, and current educational
trends. In the practical segment, the article pre-
sented the findings of the data analysis. The author
contends that managers embracing the importance
of personal development may experience higher
satisfaction, a hypothesis explored specifically in
the context of job satisfaction. This study also
touched on the philosophical dimension of contin-
uous development amid the rapid changes in to-
day’s work environment, emphasizing the signifi-
cance of employee satisfaction. Based on the
outcomes, the author proposed a strategic ap-
proach for employee development within the or-
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ganization, incorporating the most preferred meth-
ods among managers. The article suggests that,
especially in an era emphasizing adaptability, un-
derstanding the factors influencing job satisfaction
in relation to mindset is crucial. As organizations
strive for cost-effective employee development
strategies, this research seeks to contribute in-
sights that can motivate employees and enhance
their overall satisfaction and retention within the
company.

2. Mindset paradigms

Dweck’s research is pivotal, introducing the con-
cepts of fixed and growth mindsets. A fixed mind-
set assumes that our intelligence and abilities are
static, while a growth mindset believes in the po-
tential for fundamental development. Mindset the-
ory is based on two basic motivational research, at-
tribution theory and achievement goal theory, a
theory about how we react to failure and challeng-
es. However, according to Dweck, mindset is not
all or nothing, a person can be on different parts of
the spectrum from growth to fixed mindset at dif-
ferent times. (Yeager, Dweck, 2020)

Attribution theory introduced by Fritz Heider,
this theory explores how we interpret others’ be-



haviors based on internal and external factors
(Heider in Hopper, 2020); according to Heider, be-
havior is a product of our judgment and motiva-
tion. How we attribute the meaning of another per-
son’s behavior has been the subject of research in
social psychology: we interpret the behavior of an-
other through his personality or the situation in
which we observe the person. In this context, Hei-
der mentions situational (external) attribution and
dispositional (internal) attribution.

On the other hand, Achievement Goal Theory
investigates how individuals react to challenges
and failures, highlighting the role of performance
and earning goals in motivating students, research
lead by Dweck (1999). Focusing on Power, Influ-
ence and Goal Achievement, Dweck subscribes to
the psychological premise, beliefs about oneself
influence our goals and achievements. The mind-
set influences the use of personal power and im-
pacts behavior in leadership and management con-
texts. Social impact of power, the way individuals
can influence society and groups based on their
status and the concept of conformity in relation to
the managerial practice according to Vyrost and
Slaménik (2008) follows the belief that having
power means changing behavior of others but also
oneself (Nakone¢ny, 1996).

Bedrnovd (2009) highlights proactive approach
over reactive to solving problem situations, differ-
entiates mainly between conscious response and
reaction depending on physical and social environ-
ment, external circumstances and our reaction to
feeling or other conditions.

2.1 Carol Dweck’s Model

Carol Dweck from Standford University was first to
draw attention to the power of mindset in relation
to success in life. Research shows that we can de-
cide who we become and how we achieve what
matters to us. Dweck (2017) herself uses the label
fixed and growth mindsets, hereinafter referred to
as two mindsets. Sternberg (2020) follows Binet,
who objected to the claim that intelligence cannot

be changed. He claimed that through practice, ed-
ucation and methodical approach memory, judge-
ment and attention can be influenced and at the
same time become more intelligent. Sternberg
(2020) sees intelligence as the most important psy-
chological construct we try to understand.

2.1.1 Fixed mindset

The belief that our characteristics are fixed once
and for all is often referred to as a fixed mindset. A
person with this attitude has an urgent need to
constantly prove something, because if his intelli-
gence, personality and moral profile is only one, it
is necessary to try very hard not to lose it. Many
people with a fixed mindset feel that the world
around them needs to change, not them. They
themselves may feel superior because those
around them do not see their unique abilities
(Dweck, 2017).

Kucéirek (2017) comments on the topic of self-
knowledge, according to him self-knowledge is the
basis of personal management. It is an important
factor in the success of an individual, but also has
an effect on the interest group or the way we lead
teams. According to him, positive values in leader-
ship have an impact mainly on behavior and ac-
tions (to a large extent on motivation).

2.1.2 Growth mindset

For people with a growth mindset, challenges are
important, they even thrive on them. The bigger
the challenge, the harder they try. Dweck (2017)
states that leaders who have a growth mindset see
the world through possibilities, are full of energy
and excitement. They find fixed way of thinking
limiting and replace everything with a culture of
growth and teamwork. Leaders believe in human
potential and development, both their own and
that of others. Warren Bennis (Dweck, 2017) adds
to this that many leaders have motivation, and
even manage, but they lack direction. On the other
hand leader with a growth mindset, see his leader-
ship journey full of learning and fun. Bandura’s
Theory of Self-Efficacy (Vyrost, Slaménik, 1998,
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Figure 1 » Nigel Holmes Graphics of Two Mindsets
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2008) emphasizes the importance of belief in one’s
capabilities as a driver of motivation and behavior.
According to Bandura, how we focus on achieving
a goal is similar to the aspirational level, but it is
not exhausted, so it is a much more complex phe-
nomenon than motivation. More to be explained
and found in the graphics of Nigel Holmes, used in
Dweck (2017).

2.2 Dweck’s model in Management

One of the studies conducted by Robert Wood and
colleagues (Dweck, 2017) examined how groups
work together on tasks; divided the participants
into two groups. The first group consisted of those
whose thinking was fixed and who believed that
people have their managerial abilities given and
cannot be changed much. The second group with a
growth mindset, on the other hand, believed that
people are capable of substantially changing their
skills needed to lead people. Both groups then had
to work together on a complex task and discuss
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Zsea effortas the path to mastery

earn from criticism

| find lessons and inspiration in the success of others

Asaresult, they reach ever-higher
levels of achievement.

Al this gives them a
greater sense of free will.

their decisions. Although the beginning of the ex-
periment was the same, the group with a growth
mindset, gradually due to the fact that the partici-
pants were able to learn from their own mistakes
and feedback, was more successful. However, it is
worth mentioning the way of cooperation in the
group as the most interesting. The group with a
growth mindset communicated their opinions and
expressed disagreement much more openly, this
did not happen in the group with a fixed mindset
because of the fear of the assessment of intelli-
gence (smart-stupid) or because of the fear that my
opinion will be rejected, therefore the discussion
was not productive and appeared with groupthink.

Groupthink (Hayes, 2021) can cause a group to
close itself off from outside information and make
decisions that can have disastrous consequences.
According to Hayes, groupthink occurs when
group members are pressured to conform to the
opinion of the majority.

Bandura’s theory of perceived self-actualization
in the work sphere perceives work not only as an



individual matter, but also structures part of social
relations, and collective self-actualization can then
be perceived as joint abilities to achieve results.
However, according to Bandura, differences are
visible in perceived self-actualization, both in their
belief to achieve a goal and in their performance
motive (Vyrost, Slaménik, 2008).

3. Job satisfaction

According to Armstrong (2015), the term job satis-
faction is connected with the attitudes and feelings
that people have towards their work. Put simply,
positive and favourable attitudes and feelings sig-
nal job satisfaction, while negative attitudes and
feelings signal dissatisfaction.

Rymes$ (in Stikar, 2003) connects the theory of
job satisfaction with the degree of fulfilment of our
goals, needs and expectations. In examining the
psychological category, Koldrik (1986, in Stikar,
2003) makes a semantic distinction between job
satisfaction, which refers to the worker’s personal-
ity and general conditions in the organization, and
then job satisfaction, a content narrower concept
related to the performance of a specific activity,
with demands for psyche, work regime and social
evaluation. However, many experts perceive job
satisfaction as a synonym for work attitudes, as a
sum of opinions, enjoyments and tendencies to act
(Campbell in Stikar, 2003).

3.1 Motivation in the work environment

Psychologists and theoreticians of human behav-
iour have been dealing with questions of motiva-
tion since the middle of the last century, the first
theories of human and, by extension, work motiva-
tion were formulated. Maslow sees motivation as a
process that leads to the satisfaction of an individ-
ual’s needs and desires, and at the same time he
says that the process of motivation affects how we
achieve the development of our own personality
and self-realization (Maslow, 2021).

There are several theories of motivation that

differ in how they explain human behaviour and
what factors influence motivation. One way to dis-
tinguish these theories is whether they focus on a
one-dimensional or two-dimensional view of hu-
man motivation. Managers need theories of moti-
vation to better understand why people behave the
way they do, but there is no universally acceptable
explanation of human behaviour. They distinguish
between content-oriented theories (what causes
and maintains certain behaviours in the work envi-
ronment) and process-oriented theories (how the
desired behaviour is achieved, how this behaviour
is managed, maintained, and terminated).

Theories focused on content and process repre-
sent a two-dimensional view. A one-dimensional
view is rather represented by stimulation or activa-
tion theories, which are based on the idea that
behaviour is influenced by certain influences that
are logically assumed consequences of behaviour
(Donnelly et al., 1997).

3.2 One-dimensional motivation model

Armstrong’s discussion on instrumentality theory
and human motivation aligns with the broader
concept of extrinsic motivation, which is influ-
enced by external factors such as rewards and pun-
ishments. This theory is rooted in scientific man-
agement, or Taylorism, emphasizing efficiency
and productivity through rewards and penalties.
This theory is also called the law of cause and ef-
fect. Currently, this theory is still widely used and
can sometimes be successful. However, its func-
tioning is based on a control system and other hu-
man needs are not taken into account (Armstrong,
2007). Stikar’s perspective on job satisfaction, sug-
gests that he views it through the lens of one-di-
mensionality, considering it as an extreme state on
a single dimension, with satisfaction and dissatis-
faction as supporting parameters. In his view, suf-
ficient satisfaction arises from the absence of dis-
satisfaction. This aligns with one-factor theories of
motivation, which encompass approaches by theo-
rists like Maslow and Vroom (with his Expectation
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Theory) as well as Stogdilly. These theories tend to
view job satisfaction in a more singular dimension,
focusing on key factors or needs that drive satisfac-
tion or the lack thereof. (Stikar, 2003)

3.3 Two-dimensional motivation model
However, modern motivational theories have
evolved to recognize a range of motivational fac-
tors, both intrinsic and extrinsic. Intrinsic motiva-
tion originates from internal factors like personal
interests, desires, or needs. This concept is heavily
influenced by humanistic psychology, which fo-
cuses on individual experiences and inner person-
ality factors in understanding human behavior.
Abraham Maslow’s hierarchy of needs is a promi-
nent theory in this domain. It categorizes human
needs into five levels: physiological, safety, social,
esteem, and self-actualization (Maslow, 2021).

While widely recognized, Maslow’s theory has
faced criticism for its applicability across different
cultures, functions, or companies. Although not a
universal tool for employee motivation, it provides
foundational insights into influencing human be-
havior. This perspective, highlighted by Donnelly
and others, underscores the theory’s enduring rel-
evance in management and psychology despite its
limitations (Donnelly et al., 1997).

Stikar et al. (2003) understands a two-dimen-
sional view of job satisfaction through Herzberg’s
two-factor model. Herzberg distinguishes two
groups of factors affecting job satisfaction — moti-
vational and hygienic. Fulfilment of motivational
factors (internal aspects) will affect employee sat-
isfaction, while for the second group (external as-
pects), hygiene factors, non-fulfilment will affect
dissatisfaction.

3.4 Factors affecting job satisfaction

According to Ryme$ (in Stikar, 2003), the factors
and the order of importance influencing job satis-
faction depend on the circumstances, which are
given by the specifics of the area of social practice

(differences in healthcare, metallurgy), the specif-
ics of the environment and the profession, and
then also the specifics of personal preferences.
However, a significant part is made up of external
factors, independent of the worker, and these in-
clude financial evaluation, independent work,
work progress (career), leadership style (managers
and management), work group (team and col-
leagues) and working conditions.

Spector (1985), on the other hand, elaborates
influencing factors into several groups (salary, ca-
reer advancement opportunities, direct supervisor,
benefits, continuous evaluation, working condi-
tions, co-workers, nature of work and communica-
tion.

4. Methodology

The practical aspect of the work involved the anal-
ysis of anonymized interviews, focusing on the
correlation between mindset and job satisfaction.
This study aimed to contribute valuable insights to
the underexplored link between personal develop-
ment, mindset, and job satisfaction. For the pur-
poses of the thesis, a quantitative approach was
chosen in the form of a questionnaire survey. Tak-
ing into account the time possibilities of the exam-
ined sample, a non-standardized questionnaire
was created, since the absolute number of people
in the examined sample was 145, a simple ques-
tionnaire was prepared, which took about 7 min-
utes to fill out. The research was held in a multina-
of the
organization, where respondents had leadership
responsibilities (shift leaders, managers, trainers).
The questionaire consisted of 4 parts, Demografic
section (gender, location, role, length in position),
Mindset section (standard growth mindset scale,
available on Standford University (2023) SPARQ-
tools — 5 questions, 6 point scale), Job satisfaction
section, based on Stikar (2003), who summarizes
6 external factors that influence job satisfaction:

tional environment, in 4 locations

independent work, career, leadership style, work
group (team, colleagues) and working conditions.



For the purpose of the understanding the terminol-
ogy used was as follows: (job content, job condi-
tion, salary and recognition, career opportunities,
leadership, peers and colleagues). Communication
in the organization, as a topic, was added from for-
eign sources (Spector, 1997). At this section, the
evaluation was held also at 6 point scale (from ex-
tremely satisfied to extremely dissatisfied). The
last section focused on the personal development
and the methods that are being used and prefered
by individuals. The last questions was free text
about all the factors that are contributing to the
dissatisfaction, if any. (the part of the learning
method research had not been used for this article)
An applied quantitative research method was cho-
sen, which, by its nature, enabled the necessary in-
formation to be obtained, measured and meaning-
fully evaluated. Methods that had been used to
evaluate data:

Shapiro-Wilk test was used to check the condi-
tion of the data from a normal distribution. To
monitor the reliability of the data Cronbach’s alpha
was used to evaluate the internal consistency of
the questionnaire. To measure the tightness of lin-
ear dependence, the Pearson’s correlation coeffi-

Table 1 » Mindset

cient is used as a parametric test under the condi-
tion of data normality. The latter can reach values
in the interval <-1;1>, where the extreme values
determine the absolute dependence. As a paramet-
ric analysis of variance test, ANOVA compares the
mean values of quantitative variables in multiple
groups. Kruskal-Wallis test for multiple independ-
ent sample, a non-parametric test was used for
comparing several groups (samples) The test crite-
rion U is the number of all cases where the values
of one selection precede the values of the other se-
lection. In this case, the hypothesis is verified by
comparing the resulting P-value of the significance
test with the significance level, which is usually
chosen as a=>5%. However, if the P-value would ex-
ceed the established level of significance, the test-
ed hypothesis of the same level in the groups can-
not berejected. However, if the value was exceeded,
i.e. in the opposite case, then the hypothesis is re-
jected and the dependence of the level on the ob-
served factor would be so (Pecdkovd, 2011).
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6 ) 4 3 2 1 Diameter

You have a certain amount of intelligence, 12 10 22 6 9 6 3.88
and you can't really do much to change it. | (18.5%) | (15.4%) (33.8%)  (9.2%) (13.8%) = (9.2%) ’
Your intelligence is something about you " 17 17 8 7 5 4.03
that you can't change very much. (16.9%)  (26.2%) (26.2%)  (12.3%) : (10.8%) = (7.7%) ’
You can learn new things, but you can't 13 13 13 7 12 7 3.80
really change your basic intelligence. (20%) (20%) (20%) | (10.8%) . (18.5%) (10.8%) ’
People have a certain fixed amount of 21 1 20 ) 10 1
management ability and they cannot do 4.43
much to change it. (32.3%)  (16.9%) (30.8%) (3.1%)  (15.4%) (1.5%)
th bag skl for managing ther L3 T 2o
people. * (1.5%) (4.6%) = (1.5%) (33.8%) (21.5%) : (36.9%) ’
Scoring: strongly disagree = 6, mostly disagree = 5, disagree = 4, agree = 3, mostly agree, strongly agree = 1
*For the last question, the scoring is reversed (strongly disagree = 1, ..., strongly agree = 6).

Source: Own research -»>

European Forum of Entrepreneurship 2024 77



e
—
N

~
\O

—
-

4.1 Research analysis

In total 65 respondents provided the input (44,82%
of the total 145), out of the sample a fifth were
woman, three quarters men and 3 preferred not to
state their gender. Majority of the respondents were
in management position (78,5%). Almost all of the
respondents were in the position for more than a
year (90,8%). The distribution of answers in the
filled of mindset is shown in the table 1, where a
higher score meant higher growth mindset with
exception for question 5, where it was opposite.
Overall, the indicated sample shown a high level of
growth mindset.

The job satisfaction score is shown in table 2,
as well it shown a significantly high level of satis-
faction with the lowest score in Communication
area. Each item was explained to the response
group:

» Job content: the way you can perform your job
with a certain level of autonomy

Table 2 » Job satisfaction

» Job conditions: working space, equipment, en-
vironment

e Salary and recognition: financial and non-fi-
nancial benefits and rewards

e Career opportunities: career growth options
and future in the organization, development

» Leadership: direct supervisor or manager

* Peers and colleagues: team or working group,
coworkers

e Communication: the way we can speak openly
and share the information, provide feedback,
and are listened to
To monitor reliability, Cronbach’s alpha was

used, which was calculated for questions from the

mindset area and also from the satisfaction area.

Cronbach’s alpha for determining the internal con-

sistency of five questions from the mindset area is

0.713 and for 8 questions from the satisfaction

area, 0.773, i.e., even considering the small num-

ber of questions in both cases, a relatively good

data reliability result. Tables 3 and 4 provide an

1 2 3 4 5 6 Diameter
0 2 0 37 15 11
Job content %)  (G1%) %) | (569%) (31%) (169%) 4
" 0 8 3 26 13 15
Job conditions (0%)  (123%)  (46%) (40%) (0% (23.1%) 37
. 0 4 0 25 19 17
Salary and recognition 0%)  (62%) (0% @ (385%) (292%) (262%)  +%
. 0 7 5 26 17 10
Career opportunities (0%)  (108%) (7.7%)  (40%) (262%) (154%)  +%8
. 1 3 1 23 13 24
Leadership (15%)  (4.6%) (15%) (35.4%) (0%) (36.9%) /8
Peers and colleagues ! 0 0 32 1> 7 4.7
(1.5%) (0%) (0%) (49.2%)  (23.1%)  (26.2%)
Communication 1 50 50 31 13 10 4.23
(1.5%) « (7.7%) = (7.7%)  (47.7%) (20%) = (15.4%)
- . . 0 2 0 34 18 11
How satisfied are you with the job overall? (0%) (3.1%) (0%) (52.3%) (27.7%)  (16.9%) 4.55
Scoring: extremely dissatisfied = 1, mostly dissatisfied = 2, dissatisfied = 3, satisfied = 4, mostly satisfied = 5, extremely
satisfied = 6

Source: Own research
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Table 3 » Mindset Cronbach’s Alpha

Table 4 » Job satisfaction Cronbach’s Alpha

Cronbach’s Alpha Cronbach’s Alpha

mindset 0.713 satisfaction 0.773
m1 0.549 s1 0.769
m2 0.615 s2 0.713
m3 0.571 s3 0.738
mé4 0.750 s4 0.773
m5 0.762 s5 0.712
Source: Own research s6 0.784
s7 0.730

s8 0.755

Source: Own research

Table 5 » Correlation dependence between mindset and job satisfaction

o *
-2 = = * =
i 2 55 55 3
~ E = Co g & 2=
25 (] e > o v O
B = B I = a
‘S o
mindset 0.054 4.19 1.009 4.0 4.0
0.135 0.284
satisfaction 0.461 4.52 0.668 4.5 more

*Shapiro-Wilk normality test

**Pearson correlation coefficient

Source: Own research

overview of how the value of Cronbach’s alpha
would change if a given item were omitted. If the
new alpha exceeds the original value, it is advisa-
ble to remove this item from the questionnaire.
When evaluating the mindset area, there would be
an increase in the data reliability coefficient if
questions 4 and 5 were omitted. However, the
increase is a maximum of 0.05, therefore the
omission of the given item is not essential for in-
creasing the reliability of the overall questionnaire.
In the area of satisfaction, there would be an in-
crease only if question 6 was omitted, but only by
0.011, so the omission of this question is not signif-
icant.

After establishing the internal consistency of
the data of both areas, it was possible to average
their results and consider the resulting values as a
good representative of the given area. The mean
value of mindset was 4.19 with a standard devia-
tion of 1.009 and both the median (the middle val-
ue of the ordered set) and the mode (the most fre-
quent value) are 4. The mean for the area of job
satisfaction is 4.52 with a direction. with a devia-
tion of 0.668 and a median of 4.5 or more modes.
Both quantities were tested to meet the condition
of normal data distribution, when this assumption
applies to both (P-value of significance >0.05, so
we do not reject normality) and it was possible to
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The belief that our characteristics are fixed once and for all is often referred to
as a fixed mindset. A person with this attitude has an urgent need to constant-
ly prove something, because if his intelligence, personality and moral profile is
only one, it is necessary to try very hard not to lose it. Many people with a fixed
mindset feel that the world around them needs to change, not them. They
themselves may feel superior because those around them do not see their

unique abilities.

apply parametric tests to them. To determine the
correlation dependence between them, the Pear-
son correlation coefficient (detailed in table 5) was
used, which came out to be 0.135, which is a posi-
tive but very weak degree of correlation. According
to Cohen’s interpretation of the substantive signif-
icance of the coefficient, this value is in the range
indicating low significance. Moreover, the coeffi-
cient is not statistically significant according to the
P-value of significance (0.284 > 0.05). So, at this
point, another research question can be answered:
What correlation exists between mindset and job
satisfaction? There was no statistically significant
correlation between mindset and job satisfaction.

S. Discussion

The discussion around mindset and job satisfac-
tion reveals varied findings. While Dweck (2017)
found a correlation between mindset and life
achievements among students from lower-income
backgrounds, no significant link was observed be-
tween mindset and job satisfaction in the business
environment. This raises questions about the
broader applicability of her model, especially in a
multinational context like AT&T. The author’s re-
search, focusing on a voluntary sample from a
multinational organization, indicates a predomi-
nant growth mindset among respondents. Howev-
er, nationality factors were not considered, which
could influence the results considering Dweck’s re-
search was primarily in an American context. In
managerial work, mindset-related questions were

Proceedings of the 17" International Scientific Conference

not significant for assessing job satisfaction. In-
stead, job satisfaction itself, influenced by areas
such as communication, work content, and man-
agement, emerged as more crucial. An increase in
workload is hard to modify, but improvements in
communication and leadership could benefit both
individuals and the organization. A 2022 study at
the University of Gdansk examined the relation-
ship between mindset, life and work satisfaction,
stress perception, and self-assessment among
white-collar workers. It found a connection be-
tween mindset and satisfaction, but this weakened
when stress was factored in, and increased with
higher self-efficacy (Kondratowicz, Godlewska-
Werner, 2022). Another study run by School of
Economics and Management in China investigated
the relationship of employee growth mindset and
innovative behaviour, 244 employees in diverse
Chinese organizations provided inputs. Even
though similar scale for Mindset measure was
used, there were additional aspects that contribut-
ed to positive results that proven direct interlink
between mindset, strength base leadership,
strengths used and innovative behaviour. The cor-
relation between growth mindset and innovative
behaviour can on the other hand encourage organ-
ization to foster and promote growth mindset
among employee population. Folwarcznd (2010)
highlighted a shift in managerial development to-
wards interpersonal skills training, with a global
trend leaning towards on-the-job education like
coaching, mentoring, and 360° feedback. This
trend is expected to continue, emphasizing group



learning projects and the increasing role of HR pro-
fessionals as facilitators. Finally, Voddk and
Kuchar¢ikovd (2011) discussed education during
economic crises, noting a trend towards cautious
investment in education. They emphasized the
need for personal involvement in professional
growth, efficient process optimization, and im-
proved internal communication within organiza-
tions to navigate through challenging times effec-
tively.

6. Conclusion
The study provided intriguing insights into the re-
lationship between employee mindset and job sat-

isfaction. Contrary to initial expectations, the re-
search found no significant correlation between
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Relationship between Mindset and Job Satisfaction: Exploration in the Managerial Roles

ABSTRACT

This article investigates the relationship between employee mindsets (fixed and growth) and job satisfac-
tion, with a focus on managerial roles in a remote customer support organization. Grounded in Carol
Dweck’s mindset theory, it adopts a quantitative methodology via survey, building on existing literature on
mindset, job satisfaction, and motivation. Despite being set in a multinational context, the study presented
in the article finds no significant correlation between mindset and job satisfaction, challenging assump-
tions that mindset alone significantly influences job contentment. Despite high job satisfaction in a de-
manding environment, the findings suggest that a growth mindset could foster a resilient work culture. In-
sights from a 2022 University of Gdarisk survey show a nuanced relationship between mindset, satisfaction,
and stress, highlighting the need for a holistic view on job satisfaction. The article advocates for leadership
that emphasizes adaptability, collaboration, and a human-centric approach to HR, urging organizations to
focus on developing a supportive work environment and recognizing the intrinsic value of employee satis-
faction for future success.
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Mindset; job satisfaction; self-efficacy; employee development
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1. Introduction

The aim of the following contribution is to point
out selected problematic aspects of the current leg-
islation on the registration of beneficial owners, in
the context of recent decision-making practice.
The method of interpretation of relevant legal reg-
ulations, practice, as well as related jurisprudence
will be used. The authors here also drew on their
experience with the legal regulation of the register
of real owners from the past five years, when they
provide legal advice in this area and at the same
time continuously train the professional public, es-
pecially officials of state administrative bodies.
The article is logically divided according to the in-
dividual identified problem areas.

2. Basic framework of the register
of beneficial owners

As a part of the global fight against money launder-
ing and terrorist financing, the European legal
framework has introduced the so-called register of
beneficial ownership, which has affected all pri-
vate legal entities, as well as trusts and certain oth-
er types of legal arrangements.

In Czech law, the measures introduced in Euro-

pean framework, were dealt with Act No. 253/2008
Coll., on Certain Measures against the Legalization
of Proceeds from Criminal activity and Terrorist Fi-
nancing (“AML Act”). The AML Act has been deal-
ing with the concept of beneficial owner since its
entry into force on September 1% 2008. The con-
cept of beneficial owner there corresponded (and
still corresponds) to the meaning it has, for exam-
plein Article 4(4) of the AML Act (it is since 1% Jan-
uary 2018). Currently, the concept of beneficial
owner under the AML Act is even broader than un-
der RBOA (Act No. 37/2021 Coll.), as it should al-
ways include the natural person for whom the
transaction is carried out.

The introduction of the register of beneficial
owners happened with the Act No. 368/2016 Coll.,
amending Act No. 253/2008 Coll., on Certain
Measures against the Legalization of Proceeds
from Criminal activity and Terrorist Financing, as
amended, and other related laws, (it is since 1%
January 2018) which implemented Directive (EU)
2015/849 of the European Parliament and of the
Council of 20 May 2015 on the prevention of the
use of the financial system for the purposes of
money laundering or terrorist financing, amending
Regulation (EU) No. 648/2012 of the European
Parliament and of the Council, and repealing Di-
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rective 2005/60/EC of the European Parliament
and of the Council and Commission Directive
2006/70/EC (“the Fourth AML Directive”). On
this basis, substantial changes have been made in
the AML Act and the register of beneficial owners
has been established, as provided in the new Sec-
tion 118b et seq. of Act No. 304/2013 Coll., on the
Public Registers of Legal and Natural Persons and
on the Registration of Trusts (the “Public Regis-
ters Act”).

However, the definition of the beneficial owner
in conjunction with the regulation of the register of
beneficial owners in the Public Registers Act was
not sufficient to meet the requirements of the Di-
rective (EU) 2018/843 of the European Parliament
and of the Council of 30 May 2018 amending Direc-
tive (EU) 2015/849 on the prevention of the use of
the financial system for the purposes of money
laundering or terrorist financing, and amending
Directives 2009/138/EC and 2013/36/EU (“the
Fifth AML Directive”). Therefore, the existing
conflicting legislation has been repealed and re-
placed by Act No. 37/2021 Coll, on the register of
beneficial owners (“RBOA”) in effect since June 1%
2021, which unified the substantive and procedur-
al aspects of the registration of beneficial owners
in a single piece of legislation.

The European Commission considered the
Czech implementation of the beneficial owner def-
inition (as well as some related issues) to be insuf-
ficient. Therefore, after a number of oscillations,
Act No. 245/2022 Coll. (“Amendment to RBOA”),
effective since 1% October 2022, introduced anoth-
er substantial change in the definition of beneficial
owner. The result was that for many (not only le-
gal) persons arose obligations linked to the register
again in a very short period of time. Whether or
not we know who is to be considered a beneficial
owner, the penalties for failure to comply with
these obligations cannot be taken lightly.

This brief history of the register is a critique of
this curious institution in its own merit. The origi-
nal purpose seems sensible — it was supposed to
be one of the instruments ensuring maximum
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transparency of legal persons (and other legal con-
structs), behind which criminals often hid (and
certainly continue to hide). But let us ask. Is it not
excessive to demand revelation (not only) of the
ownership structure from everyone? Would this
not infringe privacy rights, the principle of the pre-
sumption of innocence applied throughout crimi-
nal law and other principles on which European le-
gal systems are built? In the following text, we take
a critical look at several aspects of the register of
beneficial ownership, both from a broader per-
spective and we will also cover some selected is-
sues.

3. Objectives of the directive legislation

The Fourth AML Directive proclaims in its pream-
ble that (§ 1) “Money laundering, terrorism financ-
ing and organised crime remain significant prob-
lems which should be addressed at Union level. In
addition to further developing the criminal law ap-
proach at Union level, targeted and proportionate
prevention of the use of the financial system for the
purposes of money laundering and terrorist financ-
ing is indispensable and can produce complemen-
tary results.”

While the First AML Directive defined money
laundering in the context of drug-related offences
and imposed obligations only on the financial sec-
tor, the Second AML Directive has broadened the
scope in terms of the offences concerned and the
range of professions and activities. In June 2003,
the Financial Action Task Force revised its recom-
mendations to cover terrorist financing as well.
The revised recommendations also set out more
detailed requirements for customer identification
and verification — situations where a higher risk of
money laundering or terrorist financing may justi-
fy enhanced measures, and situations where a re-
duced risk may justify less rigorous controls (the
Third AML Directive) (preamble of fourth AML, § 3).

In its Preamble, the Fifth AML Directive empha-
sised the fight against terrorism, inter alia in the
context of the convergence of organised crime and



terrorism. However, in the regulation of the regis-
ter of beneficial owners, the Fifth AML Directive
does not address this issue at all. The Directive was
mainly reflected in the need to introduce sanctions
for breaches of related obligations by obliged per-
sons.

It is evident from the above-mentioned direc-
tive regulations that their essence was to combat
organised criminal organisations (including terror-
ist ones), which seek, to legalise their substantial
profits through various ‘legal’ companies, other
types of legal entities and legal constructs. We do
not dispute here that these activities cannot be
combated by traditional criminal law means alone.
However, let us briefly consider whether the regis-
ter of beneficial owners constitutes an effective
and, with regard to the interests of the ‘innocent’
persons concerned, proportionate means of achie-
ving the objective.

According to Transparency International data, a
total of 691 403 legal entities were subject to regis-
tration in 2022, out of a total of 782 863 entities
(Transparency International, 2022a). The number
of registered and unregistered trusts was missing
from this analysis. Nevertheless, a well to do in-
sight into the number of affected entities can be
made. Of the number of obliged persons, 108 429
did not fulfil their legal obligation to register, of
which more than half (about 57 thousand) were as-
sociations (where more than half of the total num-
ber of associations did not fulfil their registration
obligation). Much of the rest of the unregistered
persons were limited liability companies (about 43
thousand unfulfilled registration obligations. The
number represented only 8.5% of the total number
of this type of legal entity).

Exceptions from the registration obligation
were available until 30" September 2022 (Section 7
of the RBOA before Amendment No. 245/2022
Coll.). For example, for trade unions, associations
of housing unit owners, political parties and move-
ments, or churches and religious organisations.
However, in the opinion of the European Commis-
sion, this was too broad a scope that would remain

uncharted in the fight against criminal structures.
But would anyone really launder the proceeds of
crime through a housing unit-owners’ association?
And even if they did (indeed, in many respects this
could be imagined for political parties or trade un-
ions), how would the data have collected help in
the fight against crime? And at what cost? Is it real-
ly worth it?

Nearly eight hundred thousand Czech legal en-
tities had to analyse, first at the end of 2017 (i.e. be-
fore 1t January 2018), then before 1% June 2021
and finally before 1%t October 2022, whether the
registration obligation in terms of the relevant leg-
islation governing the registration of beneficial
owners applies to them at all. Already considerable
sums of money have had to be spent on legal ser-
vices (and repeatedly in a very short period of
time!). In the end, there were less than seven hun-
dred thousand subjects left who were subject to
the obligation to register. The numbers given, have
of course varied in the light of changing legislation.
The initial 800 thousand persons had to check re-
peatedly whether they were newly affected by
these changes. Approximately 700 thousand
obliged persons had to spend (often repeatedly)
additional funds — both for legal services (in order
of thousands to lower tens of thousands of CZK)
and for court fees (typically around CZK 4 thou-
sand).

The expenditure of funds for legal services is
not often necessary. The registrant (or his/her stat-
utory representative) could, of course, familiarise
himself/herself with the relevant legal provisions.
However, the legislation is relatively complicated
and even a person with a law degree would have
difficulty in getting an overview. The constant
changes are also certainly not conducive to avoid-
ing the intensive use of the lawyer services. How-
ever, we must point out, this is a cost that may or
may not be incurred.

On the other hand, what could not have been
avoided (and still cannot be avoided for some
types of persons) are the mentioned court fees.
These are paid, for example, in connection with
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the establishment of a certain legal entity, which
has its logic. Persons with an interest in the crea-
tion of a given legal entity pay for the administra-
tive services of the state (and the services of other
entities — for example, a notary) in connection
with the establishment and creation of what they
wish to will into existence. The result is usually
registration in one of the public registers. But why
should these founders (or entities deriving from
them or otherwise related to them) pay fees to ful-
fil obligations that have nothing to do with their in-
terests? If I am fulfilling registration obligations in
relation to the register of beneficial owners, then in
the context of the objectives of the AML Directives,
I am helping the state fight organised crime. In this
context, I often must spend time and money (on
the aforementioned legal services) to fulfil the ob-
ligations. And on top of that, I have to pay a fee to
the state? Shouldn’t the state compensate me for
these costs Iincur? After all, the state fails here if it
is unable to identify criminal structures among
hundreds of thousands of honest (legal) persons.
Preserving the anonymity of the owners of cer-
tain types of legal entities, especially in the case of
companies, has its importance as well as a long
history. In fact, public limited companies are re-
ferred to as “anonymous” (e.g., Sociedad Anénima
in Spain or Societa Anonima in the Italian-speak-
ing Swiss cantons, etc.) companies in many juris-
dictions. The anonymous nature does not always
imply an attempt to conceal some kind of unfair
activity. The aim may be, for example, the fear of
blackmail (including kidnapping) in the case of in-
dividuals who are owners of well-established com-
panies. Should the interest in combating organised
crime take precedence over the anonymity of per-
sons with a certain degree of wealth? The Fifth
AML Directive proclaims in its fifth Preamble para-
graph that the fundamental right to the protection
of personal data is to be considered when respect-
ing and applying the principle of proportionality.
This would perhaps make sense if access to the
data in the register of beneficial owners were not
publicly available. However, although it is not a so-

called public register (within the meaning of the
Public Registers Act), anyone can access a partial
extract from the register of beneficial owners via
the esm.justice.cz website, which has already been
rejected by the CJEU as contrary to EU law.

In its judgment of 22" November 2022 in the
joined cases C 37/20 and C 601/20, the Court stat-
ed that public access to (even partial) extracts from
the register of beneficial owners contravenes the
General Data Protection Regulation (GDPR) and
the Charter of Fundamental Rights of the EU. The
decision has been criticized also by Transparency
International, which is trying to negate it, among
other things, through the forthcoming Sixth AML
Directive (Transparency International, 2022b). De-
spite this clear conclusion, the Czech Republic has
not yet reacted in any way — by changing the pro-
visions of Section 14 of the RBOA, or by preventing
access to the general public via the web portal of
the register of beneficial owners. This is, with a
high degree of probability, a violation of EU law,
which could give rise to a potential claim for com-
pensation for the harm caused to the persons con-
cerned (in particular their right to privacy).

However, even if not everyone, but only a per-
son with a so-called legitimate interest (existence
of which the CJEU already admits in its decisions)
would have access to the register of beneficial own-
ers, and full access would thus be left only to a list
of authorities, it would still contain 19 authorities.
Furthermore, the list is only exemplary. Section
16(2) of the RBOA lists for example, courts or in-
solvency administrators for the purposes of (any!)
legal proceedings, intelligence services, the Su-
preme Audit Office, public financial support pro-
viders, paying agencies, as well as anyone else the
law provides for. In the latter category we can in-
clude, for example, contracting authorities for
public procurement or the Office for the Protection
of Competition within the meaning of Act No.
134/2016 Coll., on Public Procurement (hereinaf-
ter referred to as the “PPA”).

However long these lists of authorities/entities
may be, what is important is primarily the range of



real persons who have access to the data on the
beneficial owner of any given person. And there
must be almost as many of them, as there are
obliged (registering) persons in the Czech Re-
public. That is considering the number of nearly
500 thousand state employees. And here again we
ignore the fact that the data is currently available
to almost anyone.

One of the measures in the fight against money
laundering and terrorism financing is to be, ac-
cording to the Fourth and Fifth AML Directives,
the register of beneficial owners. By doing so, the
EU Member States have imposed quite complex
obligations on their citizens operating within or
through a certain legal entity or legal arrangement
(in the Czech Republic, most often a trust fund),
for the fulfilment of which these citizens must pay
(often repeatedly) a court fee to the Member
States. In this way, they reveal their sometimes
well-hidden anonymity. The law-abiding citizen
may still say to himself, “So be it, it is for a higher
purpose.” But who will we be able to identify
thanks to the register of beneficial owners?

4. Definition of the beneficial owner

The concept of beneficial owner has undergone a
complex development in the Czech legal environ-
ment. Let us set the past aside for now. The effec-
tive legislation as of January 2024 provides that a
beneficial owner is “any natural person who ulti-
mately owns or controls a legal person or a legal ar-
rangement (...)” (Section 2/c RBOA). According to
the explanatory memorandum to the latest amend-
ment of the RBOA, this is the so-called substantive
concept of a beneficial owner (Government of
Czech Republic, 2022). The name could lead us to
the conclusion that a person with real influence on
the activities of a given entity, or with other deci-
sive characteristics, will be identified. This is not
the case, because the general objective is not to in-
vestigate the existence of a beneficial owner as
a specific individual, but to identify a broader set
of persons in a close relationship with the entity

being investigated (Hexner, 2022). This is the only
way to make sense of the generally irrebuttable le-
gal presumptions that define who is to be regarded
as the beneficial owner in different types of entities
and legal arrangements.

Under section 4(1) of the RBOA, for example, a
corporation is ultimately owned or controlled by
any natural person who, directly or indirectly
through another person or legal arrangement (a)
has an interest in the corporation or a share of the
voting rights of more than 25%, (b) has a right to a
share of profits, other resources or the liquidation
balance of more than 25%, (c) exercises a deter-
mining influence in the corporation or corpora-
tions which individually or jointly have an interest
in the corporation of more than 25%, or (d) exer-
cises a determining influence in the corporation by
other means. In practice, there may be a relatively
large number of such persons, without necessarily
having a major influence on the activities of the
person in question.

The contrast between the above substantive
definition of beneficial owner and the legal pre-
sumption (again of an irrebuttable nature) in the
case of trusts (generally legal arrangements) will
be even more pronounced. Here, the beneficial
owner is always also any natural person who is its
settlor, trustee, person entitled to supervise the ad-
ministration of the legal arrangement and who
may appoint or remove the trustee or his ward, as
well as the persons in whose main interest the le-
gal arrangement was established or is adminis-
tered, if there is no ward (Section 6(3) RBOA). This
is similar, for example, in the case of foundations
(foundations and endowment funds). Is every per-
son in the group of those in whose interest the
trust fund is established really to be registered? For
instance, if the trust fund is serving the needs of
the children’s home, should we register every child
at risk? Given the absurd questions that have been
asked in the past about the registration of benefi-
cial owners, it should be noted that this would not
be one of the most bizarre (e.g. the question of
whether a municipality has a real owner — mayor,
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council, councillor- had to be addressed in all seri-
ousness by experts).

The RBOA also provides that in certain cases
the person of the “beneficial owner” should not be
entered in the register, instead the “substitute ben-
eficial owner” should be evidenced. 1t is so in the
case of corporations, where no beneficial owner
can be identified even after making all reasonable
efforts that can be required of the registering per-
son, and second, where a legal entity that does not
have a beneficial owner under the RBOA exercises
decisive influence in the corporation (Section 5(1)
RBOA). Persons in top management, i.e., for exam-
ple, in the case of a limited liability company, its
executive officers, will be recorded. However, what
is the purpose and use of such data in practice?

Doubts about the meaningfulness of entering
data on beneficial owners are also raised by the le-
gal regulation of automatic data entry into the da-
tabase. Pursuant to the provisions of Section 38(4)
of the RBOA as a beneficial owner of an associa-
tion, a branch association, a foreign branch associ-
ation, a legal persons’ interest association, an in-
ternational non-governmental organisation, a
community of housing unit owners, a trade union,
an employers’ organisation, a district and regional
chambers regulated by other statues or a housing
or social cooperative, will be automatically listed a
natural person who has been entered into the pub-
lic register as a member of their statutory body, a
person in a similar position or a person represent-
ing a legal person in that body. Thus, in the case of
such persons, the legislator considers that the
most common “beneficial owner” of such persons
are the members of their statutory body. The same
presumption should be the case for other types of
legal persons (See section 38(5) RBOA). Question
arises, because the listed persons and information
on them are already visible from the public regis-
ters. Why should the public be given the largely in-
comprehensible information that they are the ‘ben-
eficial owners?

We can conclude that the evidence of persons —
the so-called beneficial owners — does not, in most

Proceedings of the 17" International Scientific Conference

cases, lead to the identification of persons who
would control the entity or legal arrangement or
have other major influence. In fact, the whole con-
cept is erroneous in itself, because if someone
wants to hide something, they will simply ignore
the obligations under the RBOA (and related legis-
lation). They will make use of the so-called white
horses in their place. We will hardly ever learn
from the register that Pablo Escobar or Osama bin
Laden is the real owner of a certain company doing
business in the Czech Republic.

S. Sanctions under the RBO Act

In the event of non-compliance with the obliga-
tions arising from RBOA, sanctions must be men-
tioned. We should distinguish between public and
private law sanctions. Let us start with the first cat-
egory of public law sanctions.

According to the provisions of Sections 55 et
seq. of the RBOA, the registering person commits
an offence if they fail to ensure that any data is en-
tered in the register of beneficial owners even with-
in a reasonable time period as set by the court. Per-
son also commits an offence when within 15 days
of the legal validity of a decision under Section 48
of the RBOA, no new data is entered in the register
of beneficial owners if the court has deleted incor-
rect data without replacement. Thus, to avoid in-
curring an offence liability, the registrant has a
fairly wide time window to make corrections. The
beneficial owner himself or another person
through whom the legal person or legal arrange-
ment is owned or controlled is in a slightly more
difficult situation, where an offence is committed
by mere failure to cooperate. That is if the court
confirms so (Section 55 RBOA).

It should be noted that each of these offences is
punishable by a fine of up to a maximum of CZK
500 thousand. For normally operating legal enti-
ties (especially those of a non-business nature),
this is a fundamental threat that more than moti-
vates statutory representatives to take action. How-
ever, without much doubt, it will not be a substan-



tial motivation for an entity concealing a ,,laundry”
of dirty money originating, for example, from drug
crime. Perhaps for these reasons, the legislator also
introduced private sanctions. We will now leave
aside sanctions of a mixed nature, which could in-
clude, for example, the obligation of the contract-
ing authority to exclude a participant in a public
procurement procedure who does not have his de-
tails entered in the register of beneficial owners, or
the possibility for the contracting authority to ter-

garded as unjust enrichment within the meaning
of the relevant provisions of the Civil Code. It is
therefore easy to imagine, for example, a situation
where a new purchaser of a share in a business
corporation discovers an incorrect registration be-
fore the transaction itself (usually in the context of
a prior legal audit — so-called due diligence), from
which it will claim reimbursement of all profit
shares paid out for the last up to three years after
the transfer (general limitation period). This will

On the other hand, what could not have been avoided (and still cannot be
avoided for some types of persons) are the mentioned court fees. These are
paid, for example, in connection with the establishment of a certain legal en-
tity, which has its logic. Persons with an interest in the creation of a given legal
entity pay for the administrative services of the state (and the services of other
entities — for example, a notary) in connection with the establishment and
creation of what they wish to will into existence.

minate the public procurement contract prema-
turely in such cases (Sections 122 and 223 of PPA).

Let us move on to private law sanctions. Rights
and obligations arising from legal acts which aim
at concealing the person of the beneficial owner
and which arose at a time when the beneficial
owner was not registered in the register of benefi-
cial owners, cannot be enforced (Section 52 of
PPA). Nothing can be objected against these conse-
quences. However, if the beneficial owner of a
business corporation is not entered in the register
of beneficial owners, that business corporation
may not pay out a share of the profits, other own
resources or liquidation balance to him or to a legal
person or legal arrangement of which he is also the
beneficial owner. The right to a share of the profits
or other own resources which has not been paid
out by the end of the accounting period in which
the decision to pay it was taken shall be terminated
(Section 53(1) and (3) RBOA).

From the above mentioned it follows, that pay-
ment of a share of profits to an unregistered, or in-
correctly registered, beneficial owner must be re-

be a quite sympathetic additional “discount” on
the price of the shareholding, which can often ex-
ceed this price.

Furthermore, if the beneficial owner of a busi-
ness corporation is not registered in the register of
beneficial owners, neither he nor a legal person or
somebody who acts on behalf of a legal arrange-
ment of which he is also the beneficial owner may
exercise voting rights or make decisions as its sole
shareholder in the decision-making of the supreme
body of the business corporation (section 54(1)
RBOA). In practice, the provision may be feared by
the business partners of anyone who has failed to
properly register, as major transactions (e.g., trans-
fer of part of a plant, etc.) are usually subject to the
approval of the supreme body of the business cor-
poration. We have encountered that when con-
cluding a contract, the joint stock company was
warned about a possible incorrect entry in the reg-
ister of beneficial owners (which did not corre-
spond to the situation after the last amendment),
and the deal was put on hold until this situation
was corrected. This was a mere formality, which,
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however, complicated an important transaction in
a significant way.

The private-law sanctions resulting from Sec-
tions 52 et seq. of the RBOA therefore represent
considerable complications for commercial corpo-
rations, which will be difficult to respond to in
practice and therefore at a considerable cost. As
the explanatory memorandum to the RBOA itself
admits, this is an unusual solution in Europe. Oth-
er jurisdictions have generally made do with pub-
lic law sanctions in the form of misdemeanours
and criminal liability (Pihera, Ronovskd, 2021).

6. Conclusion

The beneficial ownership registration legislation
has burdened a significant number of persons with
obligations that they will not be able to cope with
without proper legal advice. This in turn entails
the need to spend funds, further increased by the
associated legal fees. The obligation to register is

not in the private interest but in the public interest.
We therefore ask whether there should not be a
blanket exemption from the mentioned fees for all
registrants. The current definition of beneficial
owner suffers from certain shortcomings, with
which the authors of the legislation in question are
familiar. The identification of certain types of per-
sons as ‘beneficial’ owners, especially in the case
of trusts or foundations, does not make much
sense. However, it follows from the directive legis-
lation, which will probably be amended first with
the intended Sixth AML Directive. Where the
Czech legislator should intervene as soon as possi-
ble, is Section 14 of the AML Law, which allows ac-
cess to data on beneficial owners to the general
public. This contradicts the current decision-mak-
ing practice of the CJEU. In the extreme cases, this
contradiction with EU law could lead to claims for
damages by all persons concerned for the harm
caused to their privacy.
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Problematic aspects of the register of beneficial owners

ABSTRACT

In 2018, based on the Fourth AML Directive, a register of beneficial owners was introduced into the Czech le-
gal system with the aim of combating the legalization of proceeds from crime and terrorist financing. The
authors of the article question whether this is being done while infringing too broadly on the data protection
and privacy rights of a wide range of individuals. The paper also discusses some other problematic issues of
beneficial ownership registration, such as the nature of the definition of beneficial ownership for different
types of legal entities and legal arrangements, the public nature of registration, as well as the conflict of the
current law on beneficial ownership registration with the law of the European Union or the case law of the
Court of Justice of the EU.
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1. Introduction

Income inequality remains a pressing issue in the
present world due to its economic, social, and po-
litical implications. Addressing this issue is crucial
for fostering a more equitable and sustainable soci-
ety in the modern world. Income inequality re-
mains a crucial topic for several reasons. It’s a mat-
ter of fairness and justice in a society together with
equal opportunity. When a small portion of the
population holds a significant portion of the over-
all wealth, it can lead to disparities in living stand-
ards, access to resources, and opportunities.

Extreme levels of income inequality can even
negatively affect economic growth. When a big
portion of the population has limited purchasing
power, it can constrain aggregate demand, which
is essential for economic growth. Unequal distribu-
tion of income can also lead to social issues and
instability, which can further disrupt economic
activities due to crime and civil unrest. Income in-
equality is also closely linked to disparities in
health outcomes and the population’s overall well-
being. People with lower incomes often have limit-
ed access to education, health services, and other
necessary services, leading to poorer health and
reduced life expectancy compared to people with
higher incomes.

92 Proceedings of the 17" International Scientific Conference

The topic of income inequality is important to-
day due to rapid technological and development
changes in the world economy. Technological ad-
vancements and automation have the potential to
deepen income inequality by quickening structur-
al changes in the economy. This may displace cer-
tain types of jobs while creating opportunities for
those with specialized skills. Income inequality is
not just a single-nation issue but rather a global
one. Differences in wealth and income between
countries can lead to issues such as migration, pos-
sible conflicts, and global instability.

Hence, governments should take an active role
in improving the current situation regarding in-
come inequality. Government bodies around the
world have various tools at their disposal to ad-
dress income inequality. One of the options is to
implement progressive taxation systems where
higher-income individuals are taxed at higher
rates. This can help redistribute income by collect-
ing more revenue from those who can afford to pay
more and use these financial means to fund social
programs that can benefit the lowest-income indi-
viduals and families. Furthermore, implementing
robust social welfare programs such as universal
healthcare, education subsidies, and unemploy-
ment benefits can help reduce income inequality
by providing support to those in need. For exam-



ple, Wilkinson and Picket (2009) show a correla-
tion between income inequality and health and so-
cial problems.

The government can also implement policies
that promote equal opportunity for individuals to
pursue higher incomes. Investing in education,
particularly for marginalized communities, can
help reduce income inequality by providing indi-
viduals with the skills and knowledge they need to
access higher-paying jobs. Implementing afforda-
ble housing policies to ensure access to affordable
housing can help mitigate income inequality by re-
ducing housing costs as a proportion of income,
particularly for low-income or middle-income
households. Active support of job creation and
provision of job training and retraining programs
can downplay the labour market situation to help
individuals to acquire a decent salary.

This article aims to examine the current situa-
tion regarding income inequality for both market
and disposable income. It will also provide the lat-
est empirical evidence, on how governments can
help reduce income inequality using progressive
taxation and social expenditures.

Figure 1 » lllustration of the Lorenz curve
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o
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2. Measuring income inequality

To properly address the issue regarding income in-
equality, we need to be able to measure this phe-
nomenon. The most used measurement is the Gini
coefficient. This key indication developed by Cor-
rado Gini, the Italian demographer and statistician,
is derived from the Lorenz curve. The Lorenz
curve, developed by American economist Max
Otto Lorenz, is a simple and convenient method to
show the distribution of income in the population
based on the rank cumulative distribution of in-
come and the number of individuals — recipients
of income (Siddiq et al., 2023). The Lorenz curve
constitutes a graphical representation method of
income or wealth inequality that plots the cumula-
tive percentage of total income received against the
cumulative percentage of the corresponding indi-
viduals ranked in ascending order. The Gini coeffi-
cient then quantifies the level of inequality based
on the ratio of the area between the Lorenz curve
and the line which illustrates the perfect equality.

An illustration of the Lorenz curve can be seen in
Figure 1.

0

100

Cumulative share of people from lowest to highest incomes (%)

Source: own modifications based on Siddiq et al. (2023)
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The Gini coefficient is hence determined with
the equation 1:

G]nl _ area A (1)
(area A + area B)

The Gini coefficient can take values from 0 to 1.
Zero is for a hypothetical situation in which all in-
dividuals in the economy have the same income.
The Lorenz curve is then identical to the line of
equality. Area A is therefore zero, meaning that the
Gini coefficient is zero as well. The Gini coefficient
of one is for a hypothetical situation of absolute in-
come inequality meaning that all individuals in the
economy do not have any income except one indi-
vidual who has an absolute income in the econo-
my. The Lorenz curve then follows the x-axis to the
right. In this situation, area B is zero and the Gini
coefficient is quantified as one. For more informa-
tion regarding the estimation of the Lorenz curve
(Sitthiyot, Holasut, 2021).

We can distinguish two different Lorenz curves.
One is for market income and the second one is for
disposable income. Market income means the pri-
mary income one individual gets for his work with-
out any deductions in the form of income tax or so-
cial security contribution. Disposable income is in
simplicity a net salary. You get disposable income
from market income after tax deduction and add-
ing transfers (Klikovd and Kotldn, 2019).

Based on these two Lorenz curves, we can cal-
culate two separate Gini coefficients — one for mar-
ket income and one for after-tax and transfer (dis-

posable) income. The numerical value of the
difference between these two coefficients shows
the impact of government policies lowering the in-
come inequality among the population. This can
be seen in Hasell (2023). This approach of two Gini
coefficients is used in this study to measure gov-
ernment policies in pursuit of better income equal-
ity.

3. Current development concerning
income inequality

There are several reasons why income inequality is
an ongoing issue, which should be addressed. We
can find in the scientific literature that there are
significant implications for society as the popula-
tion experiences severe income inequality. Even
for the most developed economies, this is still the
case. Oishi et al. (2011) examined the relationship
between happiness and income inequality in the
USA in years from 1972 to 2008. They found that
the general population was on average less happy
in years with higher income inequality. Income in-
equality can affect even the biggest economy. Fig-
ure 2 shows the development in the USA for the
last forty years.

As you can see, there is a clear trend as both in-
dicators significantly rose for this period with
slight improvement only in recent years. But in-
come inequality is not only an issue in the USA. 35
developed countries are examined in this article.
Focus is set on the current situation rather than

To properly address the issue regarding income inequality, we need to be able
to measure this phenomenon. The most used measurement is the Gini coeffi-
cient. This key indication developed by Corrado Gini, the Italian demographer
and statistician, is derived from the Lorenz curve. The Lorenz curve, developed
by American economist Max Otto Lorenz, is a simple and convenient method
to show the distribution of income in the population based on the rank cumu-
lative distribution of income and the number of individuals — recipients of

income.



Figure 2 » Gini index percentage change in the USA (1972-2021)

USA 21

UK 20

Turkey 19
Switzerland 19
Sweden 21
Spain 20
Korea 20
Slovenia20
Slovakia 19
Romania 20
Portugal 20
Poland 20
Norway 21
New Zealand 20
Netheralnds 21
Luxembourg 20
Lithuania 20
Latvia 21
Japan 18

Italy 20

Israel 20
Ireland 20
Iceland 17
Hungary 20
Greece 20
Germany 19
France 19
Finland 21
Estonia 20
Denmark 19
Czechia 20
Croatia 20
Costa Rica 21
Chile 17
Canada 20
Bulgaria 20
Belgium 20
Austria 20
Australia 20

Source: Hasell (2023)
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Figure 3 » Gini coefficients for 35 observed economies (the specific year for these values is listed next

to country designation)

-5 T ) 4 T

1972 1980 1990

Before tax After tax

Source: Luxembourg Income Study (2023), own modification

previous development. A dataset from the Luxem-
bourg Income Study (2023) was used to capture
the current state in followed economies. Figure 3
shows Gini coefficients for market income and dis-
posable income after taxation and transfers.

Many economies have a Gini coefficient for
market income of around 0.5. Most countries af-
fected with higher coefficients for market income
have significantly lower the Gini coefficient for dis-
posable income. This is mostly visible in Belgium,
Finland, France, and Ireland (coefficient difference
up to 0.245).

Countries such as Chile, Costa Rica, and South
Korea are on different end of this spectrum as the
difference between both coefficients is only mini-
mal (Chile has the lowest coefficient difference,
only 0.035). This study aims to find empirical evi-
dence causing this disparity among the countries.
Two main fiscal factors are checked — tax progres-
sivity and social expenditures.

2000 2010 2021

4. Data and methodology

Empirical research in this article is conducted us-
ing a cross-sectional regression for 35 observed
economies. A list of the economies can be found in
Figure 3 and the dataset originates from the Lux-
embourg Income Study (2023). The dependent
variable will be the difference between both Gini
coefficients. This represents the impact of govern-
ment policies lowering inequality from a market
income perspective.

Two proxies for main government policies con-
sidered for lowering income inequality are used.
Tax progressivity is quantified using the tax wedge
indicator for different wage levels. The tax wedge
is defined by OECD (2017): ,It is the ratio between
the amount of taxes paid by an average single
worker (a single person at 100% of average earn-
ings) without children and the corresponding total
labour cost for the employer.”

Data for the tax wedge indicator is from OECD
Statistics. To proxy income tax progressivity, the
maximum available span ranges from 50 percent
(TWs,) to 250 percent of average earnings (TW,s),



respectively. This may not capture global progres-
sivity in each economy, but most of the population
has labour income within this range. Independent
variable “PROG” is then a share between these two
tax wedges for different income levels, see equa-
tion 2. A similar proxy for tax progressivity is used
in Zim¢ik (2019). Higher values for PROG mean a
higher progressive scheme of income taxation.
PROG = —2250 )
TWso

The second independent variable is a proxy re-
garding the level of social expenditures for the
population. As the Gini coefficient for disposable
income (Gini after) should be also determined by
the volume of transfer payments to the population,
we approximate this with the share of social expen-
ditures to GDP. This is a simplification that enables
a comparison among observed economies, as real
economies have transfer payments with different

Table 1 » Descriptive statistics

attributes such as size, conditions, etc. Data for the
share of social expenditures is retrieved from
OECD Statistics.

Above is listed summary and explanation re-
garding variables used in this research. To give you
an even more detailed overview of data, Table 1
contains descriptive statistics for each variable.

The next chapter contains the empirical results
of the ordinary least squares (OLS) regression
which was conducted with the Gretl software.

S. Empirical results

Before the results of the econometric analysis itself
are shown, we should discuss the expected results.
Empirical estimation should reveal the average ef-
fect of each of the government policies on income
inequality. This study contains data from 35 devel-
oped economies. These economies differ signifi-
cantly in their respective fiscal policies. The reason

Variable Mean Min Max Label
Difference between Gini coefficients 0.162 0.035 (Chile) 0.245 (Finland) GINI
Proxy for income tax progressivity 1.609 1.000 (Hungary) 3.402 (Israel) PROG
Share of social expenditures to GDP 22.758 11.478 (Chile) 32.628 (Italy) S0C

Source: Author

Table 2 » OLS regression’

Variable Coefficient t-statistics p-value
Constant 0.0168 0.6501 0.5203
PROG -0.0030 -0.2832 0.7789
SoC 0.0066*** 5.6780 0.0000

R? 0.6117
Cross-section units 35

Source: Author’s estimation
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GINI is the dependent variable for this regression. The number of stars next to the coefficient represents the significance level:
(*) 10%, (**) 5%, and (***) 1%. All coefficients are rounded to four decimal points. Heteroskedasticity-consistent standard
errors are used to allow the fitting of a model that does contain heteroskedastic residuals. -»>
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for this econometric estimation is to gain more re-
cent empirical evidence, which can be generalized
for a whole spectrum of countries. The current sit-
uation is unique in each country, but we can ex-
pect that both policies (progressive income taxa-
tion and higher social expenditures) should lower
income inequality.

As a dependent variable in the difference be-
tween the Gini coefficient for market income and
the Gini coefficient for disposable income, we can
expect a positive coefficient for both policies. A
higher value for the dependent variable GINI
means that there is a bigger impact on income
equality. The results of the econometric estimation
are presented in Table 2.

Only one estimate is statistically significant in
Table 2. Variable SOC which represents social ex-
penditures is positive and significant. Value for its
coefficient can be interpreted such that economies
with one percentage point higher share of social
expenditures to GDP have on average the differ-
ence between both Gini coefficients higher by
0.0066. This may not seem like much but bear in
mind country with the smallest difference in Gini
coefficients has a value for this difference of only
0.035. Social expenditures can be considered an ef-
fective tool to lower income inequality based on
this result.

The estimation result for the independent vari-
able PROG is negative but not statistically signifi-
cant with a p-value much higher than 0.10. This is
a rather surprising result as income tax progressiv-
ity is supposed to have a positive effect on income
inequality, such as SOC variable. An inconclusive
outcome can have several explanations.

The first possible explanation is that the PROG
variable is not a good proxy for income tax pro-
gressivity. There are other possible alternatives to
measure tax progressivity such as the Kakwani in-
dex. Mantovani et al. (2020) showed the computa-
tion of this index for income distributions in the
real world. The second explanation is also con-
nected with the use of a tax wedge as a proxy for
tax progressivity. Numerical data for the tax wedge

Proceedings of the 17" International Scientific Conference

used was only for a single person without any chil-
dren. Income tax progressivity would then be bet-
ter captured with a tax wedge for the whole house-
hold (married couple with child or children) rather
than only a single person. The third possible expla-
nation is the selection of observed economies, as
they may provide ambiguous results when consid-
ering averaging the impact of their respective pro-
gressive schemes of income taxation. R-squared
for the estimation is 0.61 meaning that independ-
ent variables explain 61 percent of the variability in
the dependent variable. This means that almost 40
percent of variability was not captured by our inde-
pendent variables. This may present a challenge
for future research to add other possible relevant
factors that may contribute to better income equal-

ity.
6. Conclusion

The presented article is an empirical research pa-
per to examine the current situation regarding in-
come inequality and provide the latest empirical
evidence, on how governments can help reduce in-
come inequality. The latest trend regarding income
inequality was observed using 35 developed econ-
omies. Many countries exhibit issues regarding
market income inequality measured with the Gini
coefficient.

Income inequality is a natural phenomenon as
individuals have different backgrounds, skill sets,
opportunities, and access to higher-paying jobs.
However excess income inequality may be prob-
lematic as it creates social tension, instability, and
limitations to economic processes in each country.
Governments should have mechanisms in place to
partly minimize the impacts of unequal incomes in
the economy. Two main tools are considered in
this article — income taxation progressivity and so-
cial expenditures. Both these tools of fiscal policy
should in theory minimize inequality in the dis-
posable income of individuals.

This was tested using an econometric approach.
OLS regression was performed on proxies for the



two main government policies to check their im-
pact on lowering income inequality in selected
economies. Social expenditures showed a positive
and statistically significant effect, which should ef-
fectively lower income inequality. Proxy for labour
income progressivity used tax wedge indicator for
two very different income levels (50 and 250 per-
cent of average gross earnings). No statistically sig-
nificant effect was found for this proxy. The previ-
ous chapter offers three separate possible explana-

The topic of income inequality is rather com-
plex, but it is still very much a current topic. Even
the most developed economies have issues regard-
ing this socio-economic phenomenon. The ap-
proach and results of this empirical study can be
used as the baseline for future research to check
the ability of government policies to successfully
improve disposable income equality among the
population.

tions for this inconclusive result.
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Improvements in income inequality — latest empirical evidence

ABSTRACT

This paper aims to provide additional empirical evidence on the topic of income inequality. More specifical-
ly, to estimate how two main government policies can help to reduce income inequality. A set of cross-sec-
tional data from 35 developed economies is used for estimation using the ordinary least squares regression.
The focus is set on a comparison between Gini coefficients for market income (before taxes and transfers)
and Gini coefficients for disposable income (after taxes and transfers). The main result shows the positive
effect of social expenditures decreasing income inequality measured with Gini coefficients. One percentage
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point higher share of social expenditures to GDP is on average accompanied by a 0.0066 increase gap be-
tween both Gini coefficients, effectively lowering income inequality in surveyed economies. Furthermore,
based on the empirical estimation, no statistically significant impact of income tax progressivity was found.
Several possible explanations for this inconclusive result are discussed in this research paper.
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1. Introduction

The construction industry has contributed signifi-
cantly to economic growth. However, the adverse
environmental and social effects of construction
activities have become an increasing concern in re-
cent years. Due to the production of building mate-
rials and the direct or indirect energy used during
the stages of construction, operation, and end-of-
life, the construction industry is one of the main
causes of environmental degradation. The con-
struction industry is responsible for more than 39
% of global carbon emissions each year (Ansah et
al., 2021; Radhi and Sharples, 2013). 50 % of emis-
sions contributing to global warming originate
from EU member states (Dimoudi and Tompa,
2008).

Since the concept of the circular economy has
emerged at various levels, namely the govern-
ments, industries, and academia, resource-effi-
cient construction has become increasingly debat-
ed globally due to the growing demand for
construction materials, shortage of material sup-
ply, and growing environmental concern (Hossain
et al., 2020).

In the first part of the paper, attention was paid
to a comparative analysis of 33 foreign views on

the circular economy. Subsequently, in the next
part of the paper, a descriptive analysis was used to
present the current state of adoption of the circular
economy in 63 enterprises of the construction in-
dustry in Slovakia, which represents the promo-
tion of systemic changes of change towards a more
sustainable construction environment.

2. Review of the Literature

Sustainability issues are highly topical and impor-
tant for organisations’ current and future develop-
ment and competitiveness (Fidlerova et al., 2022).
Particularly important and noteworthy new school
of thinking in the realm of sustainable develop-
ment is the circular economy. According to Murray
et al. (2017), the circular economy is an economic
model that maximises ecosystem functioning and
human well-being through the design and manage-
ment of both process and output in planning,
sourcing, procurement, production, and remanu-
facturing.

Korhonen et al. (2018) emphasise that the circu-
lar economy is an initiative focused on sustainable
development, aiming to reduce the linear flow of
materials and energy in societal production-con-
sumption systems. Murray et al. describe the circu-
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lar economy as an economic model that optimises
planning, resourcing, procurement, production,
and reprocessing to enhance ecosystem function-
ing and human well-being (Murray et al., 2017).
Geissdoerfer et al. (2017) characterize the circular
economy as a regenerative system that minimises
resource input and waste, emissions, and energy
leakage by slowing, closing, and narrowing materi-
al and energy loops.

According to Gupta et al. (2019), the idea of a
circular economy signifies a paradigm shift in cor-
porate management. This idea evolved to replace
the conventional “produce, use, and dispose” line-
ar model with a more regenerative and sustainable
strategy (Blomsma et al. 2019). Closed manufac-
turing systems are the main goal of a circular econ-
omy. Actually, waste is reduced and recycled con-
tinuously, and resources are used effectively
(Ghisellini et al. 2016).

The concept of the circular economy has
evolved into a major paradigm change in the way
that human society interacts with the natural envi-
ronment, according to Geissdoerfer et al. (2017).
The circular model cannot be realised without cir-
cular and regenerative environmental innovation
in the ways that society produces, consumes, and
makes laws. The four emerging components of
sustainability are (Kristensen and Mosgaard,
2020): reusing energy and resources; minimising
resource demand; recovering value from waste
(i.e., reuse, reduce, and recycle); the need for a
multi-level (micro, meso, and macro) approach;
and its significance as a means of achieving sus-
tainable development.

The circular economy concept was first de-
scribed as an industrial system that is restorative or
regenerative by intention and design by the Ellen
MacArthur Foundation, and it was later expanded
to include a new way to design, make, and use
things within planetary boundaries (Ellen MacAr-
thur Foundation, 2015). The linear economy mod-
el, or make-use-dispose, must give way to a circu-
lar economy model since the former is linked to
mass production and resource consumption with-

out consideration for the physical limits of resourc-
es.

An economic model that aims to minimise
waste, retain long-term value, reduce the use of
primary resources, and create closed loops for
products, product parts, and materials while main-
taining environmental protection and socioeco-
nomic benefits is known as a circular economy.
While distancing economic growth from the detri-
mental effects of resource depletion and environ-
mental degradation, the circular economy has the
ability to promote sustainable development (Bab-
bitt et al., 2018; Hofmann, 2019).

According to Prieto-Sandoval et al. (2018), the
circular economy is changing the conventional lin-
ear business model to a circular one that uses the
reduce, reuse, and recycle principles for design,
procurement, production, consumption, and re-
covery. Unlike the linear economy model, which is
predicated on the take-make-consume-throw prin-
ciples, the circular economy is a model of produc-
tion and consumption that incorporates the reuse,
repair, renewal, and recycling of materials as much
as feasible, hence extending these materials’ life
cycle. Reusing and recycling materials to create ex-
tra value keeps them in the economy, hence in
practice the circular economy minimises waste
(Morseletto, 2020).

According to Chauhan et al. (2022) and Martin-
ez Leal et al. (2020), the circular economy is a
mode of production and consumption that follows
the four essential principles of reduction, reuse, re-
cycling, and recovery of existing resources and
products. Therefore, a regenerative economy that
harvests resources for subsequent use in order to
reduce waste and recycle it back into production
processes is what is meant to be understood by the
circular economy (Mazur-Wierzbicka, 2021; Ritzén
and Sandstrom, 2017).

According to Lazarevic and Valve (2017), the
goal of the circular economy is to create complete
circles of slow material flows, encourage a shift in
focus from consumers to users, and make it possi-
ble to separate resource use and environmental im-



pact from economic growth. In line with this, cir-
cular business models aim to lower expenses,
boost profits, control risks, and open up opportu-
nities for the financial industry to support the shift
to sustainability (Ellen MacArthur Foundation,
2020).

Three fundamental design-driven concepts
must be implemented in order to become a circular
economy: Maintain and improve natural capital by
regulating limited supplies and achieving equilibri-
um in the flow of renewable resources. Maximise
resource yields by keeping goods, parts, and mate-
rials in circulation that are always most useful in
both technical and biological cycles. Enable sys-
tem efficacy by identifying and eliminating detri-
mental externalities (Ellen Macarthur Foundation,
2015).

The construction industry plays a key role in
the transition to a circular economy due to its high
resource intensity. The construction industry is
one that has a big impact on the economy and the
environment (Zuo and Zhao, 2014). This industry,
which also meets people’s needs for infrastructure
and buildings and generates 18 million direct jobs
in the EU in addition to indirect employment op-
portunities, contributes approximately 9 % of the
GDP of the EU (Zhao et al., 2018). According to Al-
louhi et al. (2016), this industry is responsible for
39 % of emissions connected to energy-related and
acid rain-related processes and agents. If green-
house gas emissions continue at their current rate,
problematic situations will surely occur. As a re-
sult, this sector ought to play a significant role in

any programmes related to global climate change
and greener manufacturing (Geng et al., 2017; Wu
et al., 2014).

3. Methodology

The aim of the paper is to present how to transform
the construction industry in Slovakia through a cir-
cular economy to become more sustainable from a
social, economic and especially environmental
point of view. The paper deals not only with theo-
retical concepts regarding the circular economy
but also with the evaluation of quantitative re-
search conducted among construction industry
companies in Slovakia.

In the construction of the conceptual frame-
work, the analysis, synthesis, and comparison of
the conceptual framework from foreign scientific
sources from recent years, which are in interna-
tional databases, were used. Interpretation of the
researched theme from the practical perspective
was realised on the basis of the evaluation of the
questionnaire survey. Data collection was carried
out in the period during the year 2023 by using an
electronic standardised questionnaire. The ques-
tionnaire was distributed among construction
managers through email addresses.

The companies have been categorised accord-
ing to size on the basis of the European Com-
mission Directive 2003/361/EC, which classifies
micro companies (1-9 employees), small compa-
nies (10-49 employees), medium-sized companies
(50-249 employees) and large companies (>=250

The circular economy concept was first described as an industrial system that
is restorative or regenerative by intention and design by the Ellen MacArthur
Foundation, and it was later expanded to include a new way to design, make,
and use things within planetary boundaries. The linear economy model, or
make-use-dispose, must give way to a circular economy model since the for-
mer is linked to mass production and resource consumption without consid-
eration for the physical limits of resources.
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employees). The subject of the research in the pre-
sent paper were 63 construction companies locat-
ed in the Slovak Republic.

The questionnaire study involved 61.90 % of
medium-sized companies, 20.64 % of large compa-
nies, 12.70 % of small companies and 4.76 % of mi-
cro companies. According to the legal form of busi-
ness, construction companies in Slovakia were
almost evenly distributed in the research. The
companies which indicated the legal form of a
joint stock company obtained a share of 50.79 %
and the companies which indicated the legal form
of a limited liability company obtained a share of
49.21 %. According to the geographical location,
construction companies in the Bratislava Region
were represented with a significant percentage
share (47.62 %). The participation of companies
from the Nitra Region was at the level of 14.29 %.
The construction companies from the Zilina Re-
gion were represented with a share of 11.11 %. The
questioned companies were further represented
in the following order: Ko$ice Region (9.52 %),
Trenc¢in Region (7.94 %), Banskd Bystrica Region
(4.76 %), Trnava Region (3.17 %). The lowest num-

ber of respondents participated from the Presov
Region. This region was represented in the re-
search by construction enterprises with a share of
1.59 %.

4. Findings

This part of the paper evaluates selected key find-
ings related to the implementation of the circular
economy in the construction industry in Slovakia.
The results of the analysis are presented through
frequency analysis. From the responses we came
to know that 52.38 % of the respondents have fair-
ly good awareness about circular economy. 26.98 %
of construction industry enterprises in Slovakia
have little awareness about circular economy. Re-
spondents with 17.46 % said that they have a very
good awareness of the circular economy. Only
3.17 % of the respondent enterprises expressed
that they have no awareness of circular economy.
Respondents’ answers revealed that 49.21 % of
the companies surveyed apply circular economy
principles at a moderate level. 36.51 % of the com-
panies surveyed apply circular economy principles

Table 1 » Level of awareness of the circular economy

Possibility Absolute Frequency Relative Frequency
Very good awareness of the circular economy 1" 17.46 %
Fairly good awareness of the circular economy 33 52.38 %
Little awareness of the circular economy 17 26.98 %
No awareness of circular economy 2 317 %

Source: own elaboration

Table 2 » Opinion on the application of the principles of the circular economy

Possibility Absolute Frequency Relative Frequency
At a very good level 7 1111 %
At a good level 23 36.51 %
At a moderate level 31 49.21 %
We do not plan to implement 2 317 %

Source: own elaboration
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Table 3 » Barriers to the implementation of circular economy principles

Possibility Absolute Frequency Relative Frequency

Lack of information on the benefits of implementing circular

- . 17 26.98 %
economy principles in the company
Not enough time to implement circular economy principles T 17.46 %
in the company
Company processes to be changed on the basis of circular o

o ; 14 22.22 %
economy principles are not defined
_There is no budget to implement circular economy principles 21 3333 %
in the company

Source: own elaboration

Table 4 » Willingness to participate in collaborative initiatives with other construction industry partici-
pants to promote the principles of the circular economy

Possibility Absolute Frequency Relative Frequency
Very willing 9 14.29 %
Willing 29 46.03 %
Moderately willing to participate 21 3333 %
Not willing to participate 4 6.35 %

Source: own elaboration

at a good level in the construction industry. In
the construction industry companies in Slovakia,
11.11 % respondents apply circular economy prin-
ciples at a very good level. Only 3.17 % of the com-
panies surveyed do not plan to implement any cir-
cular economy principles.

We asked the sample of respondents what bar-
riers they had encountered in implementing circu-
lar economy principles. With the highest percent-
age (33.33 %), respondents were inclined to the
view that there is no budget available to implement
circular economy principles in the company. A
high percentage (26.98 %) for construction compa-
nies in Slovakia also had the opinion that there is a
lack of information on the benefits of implement-
ing circular economy principles in the company.
The construction companies with a share of 22.22
% pointed out that there is no defined processes in
the company to be changed based on circular
economy principles. Lack of time to implement cir-

cular economy principles in the construction com-
pany was indicated by 17.46 % of the respondents.

The frequency analysis shows that 46.03 % of
respondents are willing to participate in collabora-
tive initiatives with other construction industry
participants to promote circular economy princi-
ples. The results summarised in Table 4 show that
33.33 % of construction companies in Slovakia are
moderately willing to participate in collaborative
initiatives with other construction industry partic-
ipants to promote circular economy principles.
14.29 % of construction companies are very willing
to cooperate with each other to develop a circular
economy. The data summarised in the table shows
that only 6.35 % of the companies surveyed are not
willing to participate in the development of coop-
eration to promote the circular economy.

Table 5 summarises the results of the frequency
analysis regarding the benefits of implementing
circular economy principles in the companies of -
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Table 5 » Benefits from implementing circular economy principles

Possibility Absolute Frequency Relative Frequency

Reducing the amount of waste produced 10 15.87 %
Reduction of costs through efficient use of resources 14 22.23%
Improving the environmental performance of the company 6 9.52 %
Extends the life of building materials and components 1" 17.46 %
Development of new construction technologies, materials 13 20.63 %
and methods
Incorporating renewable or recycled materials can increase

, . P } 9 14.29 %
a company's resilience to supply chain disruptions

Source: own elaboration

Table 6 » Key priorities for the development of circular economy principles

Possibility Absolute Frequency Relative Frequency
Increase investment in research and development of circular o
; A X 8 12.70 %
technologies and materials in construction
Strengthening collaboration with suppliers and partners across the o
. . 10 15.87 %
construction supply chain
Tax incentives for the use of recycled materials 15 23.81 %
Development and promotion of standards and certification sys- N
) . . 12 19.05 %
tems for circular construction practices
Su_b5|_d|es for construction projects based on circular economy 18 2857 %
principles

Source: own elaboration

the construction industry in Slovakia. The most
preferred benefit (22.23 %) for the respondents is
cost reduction due to efficient use of resources. Re-
spondents also prefer the development of new con-
struction technologies, materials and methods as a
benefit with a high proportion (20.63 %). Extend-
ing the life of building materials and components
is a benefit for 17.46 % of respondents. For 15.87 %
of the participants, the benefit of introducing cir-
cular economy principles is the reduction of the
amount of waste produced. Companies from the
construction industry in Slovakia consider that the
least important benefit of incorporating renewable
or recycled materials can make the company more
resilient to supply chain disruptions (14.29 %) and
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improve the company’s environmental perfor-
mance (9.52 %).

The most preferred key priority for the develop-
ment of circular economy principles among re-
spondents was subsidies for construction projects
based on circular economy principles (28.57 %). A
high percentage (23.81 %) was also recorded for
tax incentives for the use of recycled materials.
The development and promotion of standards and
certification systems for circular construction
practices was considered a key priority by 19.05 %
of the companies surveyed. Respondents indicated
that strengthening collaboration with suppliers
and partners throughout the construction supply
chain is key for them with a share of 15.87 %. The



lowest number of respondents (12.70 %) consider
it key to increase investment in research and devel-
opment of circular technologies and materials in
the construction industry.

Subsequently, through a non-parametric Spear-
man’s correlation test, we tested the relationship
between strengthening collaboration with suppli-
ers and partners across the construction supply
chain and incorporating renewable or recycled ma-
terials can increase a company’s resilience to sup-

ply chain disruptions. The results of the test are
presented in Table 7. Based on the summary of the
testing, we find that there is a moderately signifi-
cant relationship between strengthening collabora-
tion with suppliers and partners across the con-
struction supply chain and incorporating renewa-
ble or recycled materials by which a company can
increase its resilience to supply chain disruption
(r=0.321; p<0.05).

We also examined, through a non-parametric
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Table 7 » Evaluation of Spearman’s correlation test

Incorporating renewable or
recycled materials can increase
a company's resilience to supply

Strengthening collaboration with
suppliers and partners across the
construction supply chain

Spearman’s rho

chain disruptions

. . ) Correlation Coefficient 1.000
Strengthening collaboration with
suppliers and partners across the Sig. (2-tailed)
construction supply chain
63
. Correlation Coefficient 0.321
Incorporating renewable or recycled
materials can increase a company's Sig. (2-tailed) 0.010
resilience to supply chain disruptions 63
Source: own elaboration
Table 8 » Evaluation of Pearson Chi-Square test
Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 52.601 36 0.036
Likelihood Ratio 53.792 36 0.029
Linear-by-Linear Association 4.924 1 0.026
N of Valid Cases 63
Source: own elaboration
Table 9 » Evaluating the strength of association through coefficients
Symmetric Measures Value Approx. Sig
Phi 0.914 0.036
Nominal by Nominal
Cramer's V 0.373 0.036
N of Valid Cases 63

Source: own elaboration
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Pearson Chi-Square test, the relationship between
the increase in investment in research and devel-
opment of circular technologies and materials in
the construction and the development of new con-
struction technologies, materials and methods.
The test results in Table 8 showed that the tested
relationship was confirmed at the significance lev-
el of a=0.05 (x* (36) = 52.601; p = 0.036).

Subsequently, the strength of association was
performed through Phi and Cramer’s coefficient.
The results are presented in Table 9. From the re-
sults, we conclude that Phi coefficient indicates a
strong relationship (0.914) and the Cramer’s coeffi-
cient indicates a moderately strong relationship
(0.373).

S. Discussion and Conclusions

The construction industry plays a key role in the

transition to a circular economy due to its high re-

source intensity. The construction industry is re-
sponsible for more than 30 % of natural resource
extraction as well as 25 % of the solid waste gener-

ated in the world. In recent years, there has been a

paradigm shift in the construction industry as a

whole, with the adoption of a circular economy

model that aims to keep materials in a closed cycle
to retain their maximum value, and therefore with
greater potential to reduce waste generation and
resource extraction for the entire construction in-

dustry (Fritz Benachio et al., 2020).

Pasquale (2019) suggests the following innova-
tive approaches to help the construction industry
become more circular. He includes:

e New materials: the use of concrete in construc-
tion is very polluting. New, less toxic and more
easily recyclable substitutes need to be de-
signed. Various biodegradable materials such
as hemp and mycelium are currently being test-
ed. The same applies to other unsustainable
building materials such as sand.

» New Building Design: Designing buildings us-
ing natural, biodegradable resources such as
straw, soil and bamboo as base materials will al-

low the construction industry to move away

from unsustainable materials such as concrete.

* New construction methods: New construction
methods that use modular building elements
that can be reused multiple times will allow eas-
ier reuse and reduce energy consumption dur-
ing construction.

* New ways of managing waste: Separation, logis-
tical management and recycling of materials
can be streamlined and improved with technol-
ogy designed to facilitate access to on-demand
collection and clear waste diversion indicators
at all stages of the construction or demolition
process.

* New legislation: the government needs to start
creating new laws that encourage and subsidise
these innovations.

The following paragraph the primary benefits
of the circular economy for the building industry:
* Environmental: Reusing and recycling garbage

restricts the amount of natural resources used,

minimises disturbance of the landscape and
habitats, prevents the loss of biological variety,
and lowers annual CO2 emissions (Kra and

Mabhler, 2020).

* Diminished reliance on raw materials: Some EU
nations are reliant on imports due to the re-
stricted availability of vital raw commodities.
Raw material recycling lowers supply-side con-
cerns.

* Diminution of greenhouse gas emissions: One
of the most economical approaches to reduce
greenhouse gas emissions is to decarbonise the
building industry. Zero emissions are achieva-
ble with energy-efficient structures. Reducing
the carbon footprint of buildings and construc-
tion requires addressing carbon emissions asso-
ciated with construction (Norouzi et al., 2021).
Within the selected aggregated responses re-

garding the understanding of the adoption of the

circular economy in companies in the construction
industry in Slovakia, we found that the largest per-
centage of medium-sized companies participated
in the research. According to the legal form of the



enterprise, joint stock companies were the most
represented. According to the territorial division of
the Slovak Republic, companies from the Bratisla-
va Region dominated. More than half of the re-
spondents have a fairly good awareness of the cir-
cular economy. Almost half of the companies
surveyed in the construction industry in Slovakia
implement the principles of the circular economy
at a moderate level. With the highest percentage,
respondents were inclined to the view that there is
no budget available to implement circular econo-
my principles in the company. Almost half of the
respondents are willing to participate in collabora-
tive initiatives with other construction industry
players to promote circular economy principles.
The most preferred key priority for the develop-
ment of circular economy principles among re-
spondents was subsidies for construction projects
based on circular economy principles. Through
the non-parametric Spearman’s correlation test,
the relationship between strengthening collabora-
tion with suppliers and partners across the con-
struction supply chain and incorporating renewa-
ble or recycled materials by which a company can
increase its resilience to supply chain disruption.
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Understanding the Circular Economy Adoption in Companies of the Construction Industry
in Slovakia

ABSTRACT

The paper presents a thorough examination of the adoption of the circular economy in the construction in-
dustry in Slovakia. Against the background of global sustainability imperatives, the role of the construction
industry in resource consumption and waste generation is becoming paramount. The intention of the paper
will be to provide an insight into the transformation of the construction industry in Slovakia through the cir-
cular economy to make it more sustainable from a social, economic and especially environmental perspec-
tive. The object of the research was 63 companies in the construction industry from Slovakia. The following
research methods were used in the preparation of the paper: literature review, comparative analysis, system
analysis, frequency analysis and research conducted through a questionnaire. The paper examines the state
of awareness of the circular economy of construction companies. Also, whether construction companies im-
plement the principles of circular economy. At the same time, the paper identifies the barriers, benefits and
key priorities for the development of circular economy principles in the construction industry in Slovakia.
Furthermore, whether construction companies in Slovakia are willing to participate in collaborative initia-
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tives with other construction industry actors to promote circular economy principles. In essence, embracing
the circular economy principles offers a transformative pathway for the construction industry to reconcile
economic growth with environmental stewardship.

KEYWORDS
Circular economy; Sustainability; Sustainable development; Construction

JEL CLASSIFICATION
L70; M21; O13; QSS X

112 Proceedings of the 17" International Scientific Conference



Strategy development:
case of business practice

Martin Cenek » NEWTON University, 5. kvétna 1640/65, 140 00 Praha, Czech Republic;

email: martin.cenek@newton.university

Petr Miku$ » Department of Business Management, Faculty of Economics and Administration, Masaryk University,
Lipova 507/41a, 602 00 Brno, Czech Republic; mail: pierre@seznam.cz

Jaroslav Dugas » Department of Economics and Management, Faculty of Business Economics of the University
of Economics in Bratislava with seat in KoSice, Tajovského 13, 041 30 Kosice, Slovakia; email: jaroslavdugas@gmail.com

1. Introduction

The business environment places ever new de-
mands on strategic case solvers in the form of the
need to deal with new problems, answer previous-
ly unasked questions and deal with often highly
dynamic impulses. In this respect, strategic man-
agement is the most challenging and cyclical pro-
cess that needs to be managed responsibly in an
enterprise. Somewhat paradoxically then, it may
seem that the top management of domestic compa-
nies is very often not adequately equipped for stra-
tegic management (for a closer look see Jirdsek,
2003; Wright, 2013, Johnson, 2014), whether it is
the level of knowledge attained or the application
of appropriate tools compatible with the current
conditions.

The application of game theory to strategic
management of the firm is a long-standing topic,
whether it is: to formulate overarching approaches
(Amason, Ward, 2020) firmly implemented in the
strategy formulation process and/or to address
sub-issues in the context of specific strategic cases,
e.g., to frame the interactions between the market
leader and followers (Stein, 2023), to determine an
appropriate strategy for sharing additional costs

within the stakeholder network of industrial firms
(Yazan et al, 2020), the development of a systemic
cooperative game theory approach to value analy-
sis (Granstrand, 2024), or the design of a theory of
“collectively desirable” value according to an
agent-based model of synthesizing the perspec-
tives of enterprise stakeholders (e.g. Rindova and
Martins, 2023).

In the application of game theory in strategic
enterprise management, this researcher is com-
monly concerned with the concrete elaboration of
applications related to real enterprise conditions
(Céstek, 2005), i.e., in the concept analogously ap-
plied in this paper. The subject of the methodolog-
ical proposals are such facts as the decision mak-
er’s relationship to risk, information overload,
problem framing, anchoring, value assignment,
the status quo, estimates and forecasts (Svecovd et
al., 2012), while the specifics of strategic enterprise
management provide a wide range of potential ap-
plications.

2. Methodology
The history of game theory can be defined as evo-

lutionary rather than revolutionary. Aumann (2024)
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defines a particular development as consisting in
an ever-increasing range of contexts that led to a
reworking of the theory so that it could be applied
to problems for which its application initially
seemed inappropriate (e.g., Harsanyi’s work on
games with incomplete information, extensions
from applications to perfect information to imper-
fect information, from strategic to extensive forms
of play, from zero-sum to nonzero-sum, etc.). This
paper contributes another tiny piece to the evolu-
tion of the great work of developing strategic man-
agement based on systematic reasoning using
game theory.

The aim of the paper is to propose a methodol-
ogy for solving key decision situations of strategic
corporate management using game theory in the
form of an applied tool, within the intersection of
methodological, formal mathematical, and simula-
tion approaches. The part consists of the valida-
tion of the developed methodology by way of prac-
tical application, while the following questions are
addressed:
¢ How to apply the proposed inference methodol-

ogy based on an abductive controlled trichoto-

my of methods to identify generic stakeholder
groups as a starting point for structuring an
open business environment system?

e How to approach the strategy case solving pro-
cedure from the perspective of a strategy con-
ceptor?

¢ How to practically apply the proposed method-
ology in the context of solving a specific strate-

gy formulation within the narrow focus of the
strategy case of optimizing the relationship
with the owners through a strategic initiative of
deploying a new product in an existing market
with consideration of the competitive linkages
for decisions on quantity, price, and promotion
based on an extensive form of the strategy game
with formalization of the payoff function de-
pending on sequences of decision variants to
determine the dominant strategy?

The solution is closely related to the previous
sections (i) Strategy Development: the Doctrine of
Pragmatism (Cenek et al., 2022); (ii) Strategy De-
velopment: the Ignoratio Elenchi Problem (Cenek,
2023). The essence is to provide a self-proposed
solution to the strategic cases in the defined inten-
tions, and the contribution is based on the episte-
mological foundations of pragmatism (for more
details see Goodman, 2002; Bohman, 2002; Rock-
well, 2003; Stédronsky, Urbanec, 2013; Fajkus,
2005).

The established questions anticipate the struc-
ture of the elaboration in the form of a step-by-step
solution of the key components of the topic in the
form of (i) defining the essence of the application
of game theory for corporate strategy develop-
ment, (ii) determining the procedure of solving the
strategic case in relation to the developed method-
ological background, (iii) applying abductive guid-
ed reasoning to determine the stakeholders of the
company for structuring the open system of the
business environment, (iv) elaborating a strategic

However, in the above case of a typical game, there are several phenomena that
do not, of course, show automatic compatibility with normal market realities.
Identifying the optimal strategy for a firm in a way that also identifies the op-
timal strategy for a competitor may not be a desirable approach in conditions
of intense competitive conflict aimed at the practical elimination of a compet-
itor or at minimising its profit. Thus, the interests of the undertakings may be
completely opposed and the result may not be the profitable ‘cooperation’ im-

plied by the example given.



case illustrating the practical application of the
proposed methodology.

In its conceptual approach, the article follows
the tradition of methodologically oriented papers
that provide practical procedures for applying spe-
cific methods, techniques and tools to solve specif-
ic business problems (Shubik, 1955; Busu, 2018;
Ross, 2018; Piraveenan, 2019; Bockova et al., 2015;
Ozkan-Canbolat et al, 2016; Abedian, 2022; Bran-
denburger, Nalebuff, 2009; Peleckis, 2015; Hat-
field, 2016; Eissa et al, 2021; Webster, 2014). It is
also linked to the development of a systematiza-
tion of data collection and evaluation in the con-
cept of competitive intelligence (for more details
see Bartes, 2022; Fleisher, Bensoussan, 2002; Mol-
ndr, 2012; Hohhof, 2010; Tyson, 2010; Waters, 2010).

In developing a methodology for applying game
theory in strategic business management, decision
theory (from the position of an umbrella concept)
is used in multiple ways. This includes the imple-
mentation of systemic solutions to complex deci-
sion-making situations according to Maani (2017)
and Grabisch (2016), mathematical models for
managerial decision-making according to Gross
and Dyntar (2015), decision-making under condi-
tions of risk according to Hebdk (2013), and eco-
nomic and political game theory according to
Dlouhy and Fiala (2015), including the application
of intuition in decision-making according to Schau-
tova (2016).

3. Game Theory in Strategic Business
Management

Game theory is concerned with solving competi-
tive and cooperative decision-making situations
with multiple players. The firm as a player is free to
make decisions in the context of given conditions
(whether geographical, legal, or ethical) and its de-
cision will undoubtedly influence the behaviour of
other market actors. In such conflicting situations,
it is the most advantageous strategy that needs to
be found to achieve business success. If firm A
wants to adopt a particular strategy X, then, in a

competitive environment, the success of this strat-
egy will certainly depend on the concurrent adop-
tion of strategy Y by firm B, which acts as a com-
petitor. However, undertaking A is not familiar
with strategy Y. However, it can use the informa-
tion leaked from the environment grasped in a sys-
tems perspective (see Bartes, 2022 for more de-
tails) and view the situation from the perspective
of competitor B. In this case, the optimal strategy
of firm A is one that is in line with the optimal
strategy of firm B, with both players maximizing
their utility.

However, in the above case of a typical game,
there are several phenomena that do not, of course,
show automatic compatibility with normal market
realities. Identifying the optimal strategy for a firm
in a way that also identifies the optimal strategy for
a competitor may not be a desirable approach in
conditions of intense competitive conflict aimed at
the practical elimination of a competitor or at min-
imising its profit. Thus, the interests of the under-
takings may be completely opposed and the result
may not be the profitable ‘cooperation’ implied by
the example given. The imaginary ‘competitive
agreement’ resulting from the solution of a mathe-
matical equation with two unknowns represents,
in a sense, a means of indirect communication.
Mathematics, although it has become significant
for game theory, is not an integral part of it. The
mathematization of game theory did not occur un-
til 1928, through an article by John von Neumann,
which thus influenced the further development of
the theory, escalating to the seminal work “Theory
of Games and Economic Behavior”, which von
Neumann created in collaboration with Oskar
Morgenstern (Dlouhy, Fiala, 2015).

Contemporary trends, however, are moving in
the opposite direction, where we can talk about the
demathematization of game theory with an at-
tempt to broaden its scope to different areas, e.g.
with the application of game theory to the model
of non-profit organizations or to everyday hu-
man decision-making (Chvoj, 2013). “Mathematics
clearly and unambiguously states the assumptions
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and rules of the game, thereby avoiding hidden as-
sumptions and explaining the limitations of the
theory. However, mathematics alone is not a suffi-
cient tool. In certain cases, when analyzing conflict
situations, we are at the border of psychology, cog-
nitive science, biology and other disciplines. The
combination of disciplines usually offers new im-
pulses for the further development of knowledge,
ensuring that game theory remains an interesting
and inspiring field.” (Dlouhy, Fiala, 2015, p. 5).
The relation of a purely mathematical concep-
tion of decision-making stands out as oppositional
to the accentuation of the influences of intuition
and certain individual inclinations, thus creating a
truly interesting problem. In addition to the ration-
al side, one has to deal with one’s psychological
side in decision-making, which influences ration-
ality without, however, degrading it as such in its
grasp of meaning. People still make rational deci-
sions even if they are not fully rational. When the
conceptor of the strategy of the enterprise in ques-
tion, i.e. the decision-maker (from the position of
an observer), is familiar with all the relevant facts,
it is true that every decision made by another indi-
vidual (within the framework of the issue at hand,
most often acting as the conceptor of the strategy
of a competing enterprise) is rational or rather ra-
tionalizable from the point of view of strategic
management. If it does not appear rational, then it
is merely lacking facts that would illuminate the
decision. “Intuition is the ability to put into a given
situation everything we have seen, felt, perceived,
known. Intuition is one of the specific tools of stra-
tegic management. However, the importance of in-
tuition does not mean the rejection of analytical
methods. On the contrary, performing analysis

Table 1 » Payoff functions in the prisoner’s dilemma

Player / Opponent

Scam (confession) — 5 years for both

Scam (confession)

(e.g. of factors influencing demand or scientific
and technical knowledge) and combining analyti-
cal thinking with intuition yields the best results.”
(Soucek, 2015, p. 78-79).

If the methodology of game theory is based
solely on a mathematical representation of the in-
dividual that maximizes the achievable payoff,
then human rationality is necessarily disconnected
from the larger framework of the actual function-
ing of society. Similarly, the desired optimality is
only valid if all the actors concerned (the payoff
function) behave in a given way. This effect is al-
ready evident in the notorious Prisoner’s Dilemma
as an example of a non-cooperative negative-sum
game (in contrast to cooperative games, the adop-
tion of individual maximizing behavior does not
maximize the collective outcome) (Jurecka, 2013,
p. 228).

The Prisoner’s Dilemma (see Table 1) illustrates
that if the players cannot bargain (and the firm will
not bargain with the competitor either in the trans-
fer to market conditions), then each player choos-
es his optimal strategy, but this may not constitute
the optimal outcome for him (Holman, 2016, p. 215).
The mutually uncoordinated actions of self-inter-
ested actors can, using game theory, lead to a situ-
ation that, while optimal from the point of view of
all participants, is at the same time disadvanta-
geous for all (Tomsik, 2011, p. 44).

The ideal mathematically derived optimal ac-
tion for every occasion simply does not exist, be-
cause it is not always worthwhile to act rationally,
or rationality can only be overt and deliberately
misleading. After all, what better way to mislead a
competitor than by failing to follow an expected
course of action, whether derived through game

Cooperation (denial)

— 1 year for H; — 10 years for P

Cooperation (denial)

—10 years for H; — 1 year for P

— 2 years for both

Source: Author



Table 2 » Game theory model in the context of market conditions

Game Theory Fighting for the Market

Competitive struggle and its means (the rules are not as clear as in the case of chess).

Game

Player Alpha, Beta...

Space of strategies

Production volume, product prices, marketing expenditure, etc.

Cooperation antitrust authority.

In case of mutual benefit, cooperation between firms is possible unless prohibited by the

Payoff function Profit, loss.

Type of conflict

Antagonistic or non-antagonistic conflict, depending on the specific market situation.

Information on rationality

Players do not need to have all information about other players available; players are
obviously maximizing their profits (payoffs), but they may have other goals.

Source: Author’s own elaboration based on Dlouhy, Fiala (2015, p. 8-9)

theory or otherwise. One must also consider the
very personality of the strategic case solver (in this
concept, in the role of the strategy maker), who
has a definite propensity for risk, experience and
intuition backed by common sense. Thus, instead
of the mathematical level of game theory, it is ap-
propriate to adopt the methodology primarily as a
way of thinking. Thus, common sense and creativ-
ity are more valuable in the application of game
theory to strategic business management than the
default mathematical apparatus, which may or
may not be implemented as part of it. The term
game itself, then, has a very general level of inter-
pretation that grants game theory the ability to be
applied to any competitive or cooperative situation
between two or more participants (see Table 2).
Players choose a strategy from the available space
of strategies based on the values of the payoff func-
tion, which depends on the decisions of both the
player and the teammates (Dlouhy and Fiala, 2015,
pp. 7-8).

To determine the most favorable payoff func-
tion, the player’s payoff must be determined for all
possible combinations of all players’ decisions.
The optimal (equilibrium) strategy is then the one
that provides the highest payoff function in accord-
ance with the interests of the intelligent player
seeking to maximize his utility (payoff function).

Game types can be distinguished in relation to the

nature of the conflict:

» Antagonistic conflict — the interests of the play-
ers are in direct opposition, with one player
gaining what the other loses, a win-lose situa-
tion typical of competitors.

* Non-antagonistic conflict (typical for stake-
holders):

— Cooperative non-antagonistic games — the
possibility of making binding agreements to
make choices before choosing strategies.

— Non-cooperative non-antagonistic games —
making binding agreements is not possible.

The solver of a strategic case must thus be able,

within the outlined intentions of information secu-

rity for strategy formation, to (i) identify the nature
of the problem to be solved, (ii) determine the nec-
essary facts to be obtained, and on the basis of
these facts (iii) deduce the likely course of action

and actions of an adversary in the position of a

competitor representing an antagonistic conflict.

4. The procedure for dealing with
strategic cases

The methodology in the proposed concept (Cenek
et al., 2022; Cenek, 2023) allows to solve any stra-
tegic cases. A strategic case is anything that con-

—_
—
N

~
o
—

—_

European Forum of Entrepreneurship 2024 117



e
—
N

~
o
—

—
-

118 Proceedings of the 17" International Scientific Conference

cerns strategic management and requires a solu-
tion in the form of extending current knowledge
with new knowledge and discovering causal rela-
tionships. Strategy formation then represents a
specific part of the (extensive) set of strategic cas-
es in the context of building the firm as a network
of stakeholder and competitor relationships. Each
strategic case is unique and should be approached
as such. Some studies can be mentioned (e.g.
Castek, 2010, pp. 83-168), which have tried to in-
ductively identify factors that can influence the im-
portance of the stakeholder in general (from the
position of a key participant in the strategic game
in the advocated stakeholder conception of the
firm based on a network of cooperative and com-
petitive ties). However, as Sevéik (2018, p. 60)
adds, “Better than predicting the position of stake-
holders on the basis of general characteristics is to
analyze stakeholders in specific conditions.” In
common strategic practice, it is precisely a funda-
mental mistake to take generalized findings as a
guide for strategy development. Knowledge de-
rived from artificial systems may not be compati-
ble with the realities of open systems and tempt
one to adjust the facts to fit the case, instead of ad-
justing the case to fit the facts. By the proposed ap-
plication of abductive reasoning, knowledge is giv-
en only probabilistic value when placed in context
with a premise certain in the form of an acquired
fact.

The facts are the input, the inductively obtained
material, which must be worked with further to
determine the very nature of the phenomenon
(which corresponds to the essence of the analysis).
In contrast, traditional tools of strategic analysis
(e.g. SWOT matrix or Porter’s five forces analysis)
provide a description of the past (contrary to the

proclaimed analysis) and this description of the
past, without further investigation, becomes the
basis for creating a strategy according to pre-set
templates that do not respect the aforementioned
uniqueness of each company and its specific needs
(for more on the problems of the current main-
stream of strategic tools, see e.g. Wright et al,,
2013; Vaitkevicius et al., 2006; Johnson, 2014; Ma-
gretta, 2012; Tyll, 2014). However, it is useful to
combine both approaches and not to ‘throw away’
the information that some research generaliza-
tions can provide (albeit with a degree of caution).
However, this information is not taken as indica-
tive and forms only a subset in the proposed ap-
proach in the context of investigations in specific
settings'.

A complete list of the various factors that should
be addressed by the strategic case solver will never
be available, nor is it desirable that it should be.
The reasons are simple. If there is a strictly stand-
ardized methodology with no room for consider-
ing the specificities of the companies and the skills
of the researcher, then the output is only data,
available to all equally and indiscriminately. For
example, technical financial analysis (with its re-
markable exactitude), in an analogous concept,
will always provide identical results, independent
of the researcher, thus enclosing the enterprise in
time and space in a closed, simplified system. In
the context of strategic management, however,
such an ‘extraction’ of the enterprise from reality is
inappropriate due to the complexity of the solu-
tion. The researcher should work with the case in
the knowledge that it is in an open system and the
only fixed point are the facts, the acquisition and
evaluation of which constitute the input material
for strategy development. The question of “how”

The role of the guessing instinct can be substituted (or stimulated) for less experienced researchers by a sum of expert knowled-

ge from relevant sources linked to the individual areas of investigation. For example, when assessing the merits of a particular
stakeholder relationship. The owner evaluates his utility drawn from the business positively, especially when maximizing re-
turn and minimizing risk (given adequate liquidity) (Freeman et al., 2010, p. 9). In addition to the financial aspect, however,
owners also place emphasis on the opportunity to participate in management, compliance with the corporate culture (values,
principles, code of ethics...), the degree of information asymmetry, etc. On the part of the company, the evaluation of the
benefits of the relationship with a particular stakeholder usually depends on the usefulness of the capital, the know-how and

information provided.



to investigate may thus take on greater importance

than “what” to investigate. In a methodological ap-

proach to strategy development, a procedure can
be devised*:

e Interview with company management (case
identification and input facts).

* Gathering facts about the business (in relation
to stakeholders and related facts reflecting the
context of the business plan application).

e Collecting facts about competitors and the busi-
ness environment (analysis from sector to mac-
ro level).

¢ Evaluation of facts (deductive inference).

e Creation of alternative solutions — variant strat-
egies (application of game theory).

¢ Selection of the optimal variant and its imple-
mentation (decision tree).

The solver solves the case based on the facts
he/she obtains (by providing them from the sub-
ject, by his/her own investigation, etc.). Before fo-
cusing on the actual analytical work, it is advisable
to carry out an initial investigation to form initial
hypotheses (the most common first step is to con-
duct an interview with management, followed by
case identification). This procedure achieves the
desired efficiency of the investigation in focusing
more specifically on those areas where the prob-
lem is likely to occur. Gathering facts about the
business involves defining the business, long-term
objectives, internal specifics, as well as standard
business management procedures such as quanti-
fying performance metrics against the industry.
Stakeholder analysis consists of specifying the
stakeholders, expressing bargaining power on the
basis of importance (indispensability to the enter-
prise) and substitutability (availability of alterna-
tive relationships in the markets). It is also neces-
sary to identify the determinants of the relationship
(factors conditioning and influencing the relation-
ship between the enterprise and the stakeholder),
the case and the development potential. This pro-

2

cess equips the researcher with a profile of key
stakeholders and starts gathering facts about com-
petitors and the overall business environment.
When the facts are evaluated, the output is a pre-
diction of the future development of the company,
set in the context of the expected actions of com-
petitors and the development of elements of the
business environment. On this basis, variants of
strategies are developed with a desirable use of
game theory (reflecting the identified influences,
including the inference of feedback effects) and
the optimal strategy is determined as the most ad-
vantageous (according to the adopted criteria), the
most robust variant to the consequences of devia-
tions from the expected development.

S. Structuring an open enterprise
economic system

Strategic cases are dealt with in an open system,
which, due to its high complexity, requires the
adoption of a certain structure for concretization.
The solver of a strategic case is thrown into an
open system, into apparent chaos, where many
combinations are possible, and forming a hy-
pothesis is the only way to clarify the case (for
more details see Cenek et al., 2022). When devel-
oping a methodology (used to create a strategy and
deal with the openness of the system by introduc-
ing structuration) the above also applies. The
structure of the open system is formed in accord-
ance with the nature of the business concept and
its actors that determine the strategic cases:

e There is always someone in the system who
shows an interest in the existence of the enter-
prise, thus establishing dominantly cooperative
relationships.

e There is always someone in the system who
shows an interest in gaining at the expense of
the enterprise, hence establishing dominantly
competitive relationships.

The proposed approach is based on the experience of the author of the articles on the basis of many years of experience in

creating corporate strategies for business entities from the position of a private expert consultant.
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The enterprise is made up of a coalition of
stakeholders or interest groups as sub-elements of
the resulting organization. Stakeholders operate in
the form of a set of dominantly cooperative acts
within certain generic groups. The generalization
of stakeholders into generic groups serves to dis-
tinguish the key characteristics of each group (e.g.
the interests of owners are undoubtedly distinct
from those of suppliers, although a unifying line of
common interest in the long-term prosperity of the
entity exists and justifies dependence on the enter-
prise). Of course, there may also be a significantly
competitive link between stakeholders, i.e. a pro-
portion of the competitive link within the relation-
ship, but one that does not exhibit dominance.
Thus, using abductive reasoning (see Cenek, 2023),
it is possible to proceed to a syllogism structure to
address the outlined case of relationship network
structuring:

e Rule: Stakeholder relationship management
positively influences performance.

e Fact: Every business has certain stakeholder
groups.

¢ Case: Stakeholders are those who (directly) in-
fluence the HV of the business.

In a judgment, the rule is not certain, because a
situation may arise that will disprove the rule. For
example, we can find a company where stakehold-
er relationship management has a non-positive im-
pact on performance. This is therefore an assump-
tion, albeit one that is supported by numerous
statistical surveys. The rule is both the output of
induction with a probabilistic nature and the result
of rational reasoning. In contrast, the fact is that in
practice there is no enterprise that can do without
stakeholders. It is difficult to imagine an entity that
would carry out business activities without own-
ers, employees, customers, etc. Although the rep-
resentation of generic groups of stakeholders may
differ (some entities can do without creditors, for
example), the entity is always based on an estab-
lished network of relationships (represented at an
elementary level by the customer-supplier chain).
Thus, the hypothesis developed applies a rule (as-

sumption) to a fact in order to extend knowledge

by identifying generic stakeholder groups.

According to Clarkson (1995, pp. 95-117), the
often vague and unbounded definition of stake-
holders is a major obstacle to the resolution of stra-
tegic cases in practice. Too broad a definition may
lead researchers astray by focusing on actors with
relatively marginal relevance to the case. The
stake, held by a stakeholder, is based precisely on
a certain stake, which is associated with the expec-
tation of gaining an appropriate return. The rela-
tionship between the company and the stake-
holder is fixed, determined either by a contract
(employment, supply, credit, etc.) or by a legal
regulation (Labour Code, Corporations Act, etc.)
(Blazek, 2016). We can therefore proceed to formu-
late the second judgment:
¢ Rule: Stakeholders of an enterprise are defined

by contract or legislation.

* Fact: Every enterprise has certain groups of
stakeholders.

* Case: Stakeholders are those who have a con-
tractual or legislative stake in the enterprise re-
lationship with the business.

If the purpose of the business is represented by
the creation of value, then it is the stakeholders of
the business who necessarily participate in this
value, in the overall set of relationships. The posi-
tive link between stakeholder governance and firm
performance (measured on the basis of profitabili-
ty indicators) has been verified by Rais and Goe-
degebuur (2009), Blazek and Castek (2009), De
Bussy and Suprawan (2012), Berman (1999), among
others. Meta-analyses of empirical investigations
have also been contributed by Freeman (2010) and
Céstek and Cenek (2017).

The profit orientation of stakeholders is evident
from the nature of playing win-win games with
non-zero sum values. Stakeholders are interested
in the welfare of the firm in order to gain satis-
faction of their interests. The question of defini-
tive definition of generic stakeholder groups ac-
cording to their links to the bottom line was an-
swered (Cenek, 2018) by applying linear regression



with a research sample of selected Czech compa-

nies.

There are six groups of stakeholders that direct-
ly contribute to the profit of the company and di-
rectly affect the bottom line. These stakeholders
simultaneously exhibit an explicit underlying re-
lationship. Owners have a legal and contractual
regulation of the relationship, employees have an
employment contract (and labour code, etc.), cus-
tomers have a purchase contract and other ar-
rangements, suppliers have a supplier contract,
creditors have a credit contract, etc. The generic
stakeholder groups are therefore owners, credi-
tors, customers, suppliers, employees, and the
state. Testing each sub-hypothesis by induction
verified whether the specific individual cases agree
with the hypothesis (each hypothesis must be ca-
pable of experimental verification (Peirce, 1958,
p. 68). Using generalizations from the specific cas-
es (in a case-conclusion-rule structure), the hy-
potheses were confirmed, and a deductive opera-
tion occurs:

e Rule: If the hypothesis identifying the stake-
holders is verified, the stakeholders in question
are stakeholders.

e Case: The hypothesis is confirmed.

e Conclusion: Those concerned are stakeholders
(generic stakeholder groups).

The confirmation of the hypothesis leads to the
fact that, by means of deduction, the conclusion
from the premises follows necessarily as conse-
quence of the rational and logical application of
the proposed methodology of abductive reasoning
based on Peirce’s trichotomy of methods. The fun-
damental question of identifying generic stake-
holder groups is answered and the strategic case
solver gains valuable guidance for structuring an
open system business environment.

6. The practice of solving
a strategic case

The application of the proposed methodology to a
strategic case is based on the interest to illustrate a

practical solution as a starting point for under-
standing similar cases. The essence is to offer in-
sight into the issue within a real context based on
an a priori modified strategic case study (for more
details see Ochrana, 2019, pp. 44-45). The case is
conceived in terms of a strategy conceptor for illus-
trative purposes.

The solver meets with a representative of the
company’s management and obtains information
about the case. A corporate strategy is to be devel-
oped for the enterprise, and during the interview,
input facts related to individual stakeholders and
the current situation of the enterprise are obtained
under active questioning by the solver. In relation
to the owners, they form the main facts:

e Owners are important to the business and there
is an interest in retaining them because they
provide valuable information and know-how
(beyond capital input).

» In our experience, owners tend to be risk averse
and seek profitable activities even at the cost of
higher risk investment.

e Owners’ capital strength is high and they have
no problem to move capital even at higher
transaction costs (taking into account the re-
sulting profitability).

From the information obtained, it can be induc-
tively inferred that owners are important to the
firm beyond capital input, particularly for informa-
tional value. Owners strive for high profitability
even at the cost of higher risk and do not weigh
their investment activities on the importance of
tradition (the tradition of a built relationship with
the enterprise). Since profitability is an important
relationship evaluation variable for owners from
the information gathered, the researcher focuses
on profitability assessment in gathering facts
about the enterprise. The ROE is used in compar-
ing the value obtained with the alternative of a rel-
atively risk-free investment in government bonds
and with the ROE for competing firms in the indus-
try. Concluding that the appreciation is higher
than that of long-term government bonds (the rel-
atively safe alternative) but lower than that of com-
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peting firms, this inductively obtained fact can be

used in the construction of syllogisms:

e Premise: Owners are not loyal at lower than ex-
pected valuations.

¢ Conclusion (fact): Owners’ valuation is low
compared to competitors.

¢ (Case: Owners are not loyal as a result of low ap-
preciation.

The solver works with hypothesis testing in the
upcoming stakeholder elicitation, which offers a
specific focus and greater precision of analysis
than if a simple standardized question were asked
about the owners’ satisfaction with the valuation
of the investment in the business. Dissatisfaction
with the valuation is assumed/verified according
to the self-inquiry and the interest is therefore to
determine the conditions under which the current
relationship with the business by the owners
would be sustainable, without losing reflection on
the openness of the system in which the uncertain-
ty effect on expectations is applied. In doing so,
the researcher gains new insights that bring under-
standing of the relationships and interests of the
participants. Only based on the knowledge with
the necessary deductive inference is a prediction
made on the basis of knowledge of the causal
chain leading to the current situation.

The solution of the case in the summarization
of the knowledge gained forms the input for the
application of game theory and strategy genera-
tion. The extensive form of the game is formalized
in the solution of a decision problem about the as-
sessed benefits of cooperation or non-cooperation
(see Table 3). Of course, the case can also run the
other way around, where the solver obtains a fact
about the low loyalty of owners who are consider-

Table 3 » Normal form of the game

ing leaving, and the cause of this needs to be iden-
tified on which to base a solution:
e Assumption: With lower than expected appreci-
ation, owners are not loyal
e Conclusion (fact): Owners show low loyalty —
they are considering leaving
» Case: Lower than expected appreciation is gen-
erated for owners
The researcher applies the above procedure to
all stakeholder groups with variable relationship
determinants that are reflected in the solution pro-
cess. For example, for lenders, competitive ties
within cooperative ties (Axelrod, 2006) are more
emphasized with the need to deal with the cost of
external resources (providers seeking to maximize
income versus the firm seeking to minimize costs),
risk (providers prioritizing the lowest debt while
the firm prioritizing cost efficiency), etc. The deci-
sion on the amount of external resources is then
related to the conflict of interests between owners
and managers, with owners generally seeking to
minimise costs with a preference for external re-
sources (which are cheaper relative to their own re-
sources and do not limit the share of management),
while managers seek adequate riskiness in the im-
plementation of the business plan (external resour-
ces are a cheaper form of financing, but riskier).
Based on the processed facts, the researcher,
taking into account all related facts, creates a solu-
tion to the strategic case in the form of a proposal
for a strategy implementing profit increase to re-
tain the analyzed owners and maintain their loyal-
ty. In the determination of the strategy, the profit
increase represents a sub-strategic initiative to in-
troduce a new product to the market. After esti-
mating the impact of the strategic initiative options

Stakeholder cooperates Stakeholder does not cooperate

Enterprise cooperates

84

-1,-2

Enterprise does not cooperate

-2,-1

0,0

Source: Author
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Table 4 » The game of choosing the quantity produced and the price of the new product at Q < 10000 pcs

3 K VP VP VP VP VP VP VP VP
Zp 1460 1480 1560 1580 1680 1720 1510 1320
Zk 930 1040 940 1050 1010 1130 940 1250
3z 2390 2520 2500 2630 2690 2850 2450 2570

Source: Author?

Table 5 » The game of choosing the quantity produced and the price of the new product at Q < 10000 pcs

3 K VP VP VP VP VP VP VP VP
Zp 1843 1600 1620 1700 1300 1550 1540 1680
Zk 730 1000 810 1150 1200 1010 740 880
3z 2573 2600 2430 2850 2500 2560 2280 1540

Source: Author

on the interests of the stakeholders, the strategic
case solver defines the impacts on utility, satisfac-
tion, loyalty, relevance and substitutability in re-
flection of the identified environmental influences
(especially with respect to the predicted behavior
of competitors) and the considered follow-up
measures.

When introducing a new product into an exist-
ing market (and knowing its parameters), the ini-
tial decision problem is determining the quantity
and price at which to sell the product. According to
the results of the analysis, there is one highly rele-
vant competitor on the customer market offering a
similar product at a price of CZK 2 800. At the same
time, the undertaking in question is considering a
price higher or lower and a quantity higher or low-

3
sponse to the choice made by the firm in the first sequence.

er than 10 000 units. Both undertakings, as estab-
lished by the application of competitive intelli-
gence tools, have a market analysis prepared by
the same agency, so their information on potential
sales revenue per unit at different quantities pro-
duced and prices set is identical. An examination
of the other facts obtained shows that the firms
want to make a profit while not destabilizing the
oligopoly.

The whole game has three stages with six sub-
games. First, the firm chooses the quantity to be
produced in the specified variants Q < 10 000 pcs
or Q > 10 000 pcs. In the second stage, a competi-
tor reacts to this move and, depending on the
firm’s decision, takes the decision to produce a
lower or higher quantity of output as well.

2_K = the competitor’s choice to produce a lower or higher quantity of output (Q < 10 000 units or Q > 10 000 units) in re-

3_P = choice of price per unit of product by the firm in question.
3_K = the choice of the price per unit of product by the subject competitor.
Y Z = 2Zp (profit of the firm in question) + Zk (profit of the competitor) = profit of both market players.
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In the third stage, companies already know the
quantity of output and choose the price. The deci-
sion on price is taken simultaneously by the enter-
prises, where the level of revenue per unit of out-
put can be predicted based on their knowledge of
the outputs of the market analysis, given different
price movements in relation to the quantity pro-
duced. What is important for the decision-making
process is that both undertakings want to maintain
the current oligopoly:

e Determinant of decision-making in profit maxi-
misation

« Effort to maintain oligopoly (max. Zp + Zk), if
oligopoly did not matter then max. Zp.

e The competitor decides the volume of produc-
tion (chooses the max ¥Z of the payoff function
of the four subgames):

— (1586 ; 1656) x (1720 ; 1130) >4 Qk with

Q < 10000 pc
— (1700 ; 1150) x (3556 ; 1618) > Qk at
Q > 10000 pc

e The firm decides the production volume
(chooses the maximum Zp from the payoff
functions):

— (766 ; H56) x (17205 1130) > Q < 10000 pcs

The maximization of the payoff function con-

Figure 1 » Decision Tree

sists of selecting a set of decisions from the lowest
level of the decision tree. Thus, the profit of the
firm will be CZK 1,720 per unit of output and CZK
1,130 for the competitor. At the same time, profit
maximization also occurs in the relevant market
within the oligopolistic structure. For the sake of
clarity, the game is based only on a competitive re-
lationship, but for the sake of completeness, it is
necessary to add the dimension of cooperative re-
lationships, i.e. defined relationships with stake-
holders, which also determine the results achieved
and the profitability of each variant. The full game
approach fulfils the situation where companies
compete through their stakeholders in their re-
spective markets.

However, it is only the resolution of the input
part of the complex decision tree, which antici-
pates the making of subsequent decisions that take
into account the competitor’s decision-making. In
relation to the decision-making process common
to a particular industry, a decision tree can be con-
structed that defines all the important decisions
that the firm has to make (see Figure 1). In this
case, the zero-order sequence consists of decisions
on the quantity and price of output (thus branch-
ing the tree into alternatives at quantities and pric-

Alternative Alternative
1.1.1 1.1.21
Alternative Alternative
reduction 1.1.2 1.1.2.2
Promotion
N Promotion Alternative Alternative
I extension 113 1.1.2.3
Alternative
QP %»,
Alternative Alternative
2 221
23 Alternative
QR
. Alternative
Alter;anve 222

Source: Author




Table 6 » First order sequence decision matrix

[company; competitor]

do not promote

competitor

do not promote promote

40 ;50 10,60

Company

promote

55,20 25,30

Source: Author

es Qx, Px ; Qy, Py ; Qz, Pz). The unit-level se-
quence is represented by the downstream alterna-
tives (at the chosen alternative Qx, Px), from which
attention will be paid to the decision on whether or
not to implement a promotional campaign. The
second-level sequence will model the case of de-
ciding to temporarily reduce prices as an incentive
for buyers exposed to the promotion. As an alter-
native to lowering prices, the sequence will discuss
the case of considering extending the promotion to
a foreign market.

When deciding on promotional activities, the
customers of the company in question are very
sensitive to price and product promotion (with
which the company is familiar based on the results
of the analyses prepared by the researcher). The
more the product is promoted, the more it is
bought. However, promotion is a highly costly var-
iable and its benefits can be reduced to a large ex-
tent by the promotion of a competitor with which
the firm has long coexisted on the market. At the
same time, undertakings will prefer to promote
products rather than to reduce prices. The re-
searcher provides this information to the down-
stream branches of the decision tree in the imple-
mentation of the next sequences. In doing so, the
solver obtained the facts:
¢ The competitor’'s sales amount to approx.

CZK 50 million if it does not advertise and

CZK 80 million if it advertises.

— Source from compulsorily published finan-
cial statements on the justice.cz portal (rev-
enues included in the profit and loss state-
ment, information on promotional activities
included in the annual report).

e If a competitor advertises, it always uses the RA
advertising agency. Therefore, if it advertises, it
is very likely to use this agency again.

— Source from marketing agency references on

the website.

e Given the normal nature of promotional cam-
paigns for the product, the competitor’s cost of
a promotional campaign can be estimated at 20
million CZK based on RA’s price list.

— Source from RA’s publicly available price

list.

According to the estimates from the marketing
study, the company which markets can bring in
30 million CZK at the expense of a competitor. If
both competitors market, the effect is zero. Howev-
er, an enterprise can run a promotion campaign of
comparable quality to a competitor for CZK 15 mil-
lion. Estimated sales (according to currently avail-
able financial statements and market forecasts)
point to sales of 40-50 million CZK for the compa-
ny and the competitor in a situation where neither
will advertise.

Thus, a total of four behavioral options (neither
the firm nor the competitor will promote, the firm
will promote and the competitor will not, the firm
will not promote and the competitor will, both
firms will promote) with different payoffs are of-
fered. These are defined in the decision matrix un-
der the conditions specified (see Table 6). On the
basis of the results obtained, the dominant strate-
gy can be defined as to promote, whatever the
competitor’s behavior (i.e. to promote or not to
promote), since the promotion of the firm always
results in higher revenues than in the case of not
promoting. In the context of promotion, the deci-
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sion matrix for the first sequence of the game ap-
plies. We now know that the subject firm will ad-
vertise. The two payoff functions 55 ; 20 (if the
competitor did not promote) and 25 ; 30 (if the
competitor did promote) stand out as the output of
the sequence. This is the temporary status quo for
the sequence to follow (alternatively, depending
on the reaction time, the level of payoffs returns to
the initial level of 40 ; 50 presenting the long-run
equilibrium state.

In the second sequence, the competitor is al-
ready familiar with the firm’s approach and, in ad-
dition, acts as a beneficiary of the effect on sales
caused by this behavior in the defined relations. It
is therefore necessary to anticipate the behavior in
the form of a response to the situation induced.
The experience of the competitor in relation to the
promotional activities suggests two possible reac-
tions, namely a reduction in output prices or an at-
tempt to penetrate new markets abroad (and so far
only the competitor’s considerations have been ev-
ident). In the case of the price reduction option,
the researcher concentrates on the facts:

e The competitor’s discounting actions to date
have amounted to a maximum discount of 10 %
of current prices.

— Source from the results of the sales depart-

ment monitoring.

e Customers react to the discount incentive with
an average effect of taking 30% of the competi-
tor’s sales by the subject firm.

— Assessment from the market analysis car-

ried out.

e The price reduction also stimulates the part of
the demand that buys the product exclusively

when it is on discount, to the extent that it is

derived from historical prices of approx. CZK

8 million at a 10 % discount.

— Source in available data on historical price

and sales trends.

If the undertaking reduces the price, it will
therefore take approx. 30 % of the competitor’s
sales (but with the necessary reduction of 10 % of
the discount granted) and will receive 8 million
CZK of the highly price-sensitive demand across
the market. If both competitors were to reduce the
price, then the effect of taking over part of the com-
petitor’s demand would be zero and both would
only reduce their sales by 10 % (in line with the
percentage of the discount granted being equal to
the increase in the customer’s utility from buying
the output provided). The formulae for calculating
the payoffs at each state can thus be established:

TpatvP =Tp+ [(Tk*0.3) ¥ 0.9] + 8

(at VP by the firm and price maintenance by the
competitor):

Tp =25+ [(30 * 0.3) * 0.9] + 8 = 25 + [(10) * 0.9]
+8 =42 mil. CZK

where:

Tp = the firm’s sales
Tk = competitor’s sales

In the second sequence, in both initial states
(depending on the competitor’s behaviour in the
previous sequence), the dominant strategy of the

Table 7 » Game of price reduction in the second sequence at the initial condition of 25,30

[company; competitor]

Company

competitor
same price reduced price
same price 25,30 16,7 ;45,5
reduced price 42 ;20 22,527

Source: Author



Table 8 » The price reduction game in the second sequence at the starting point 55,20

[company; competitor]

Company

competitor
same price reduced price
same price 55,20 36,7; 44,5
reduced price 69;13,3 49,5;18

Source: Author based on own processing

Table 9 » Game of the second sequence at 25.30, option 2: Promotional activities on the foreign market

competitor
[company; competitor] :
status quo investment
status quo 25;30 25;10
Company
investment 15;30 15;10

Source: Author

Table 10 » Game of the second sequence at 55,20, option 2: Promotion on the foreign market

competitor
[company; competitor]
status quo investment
status quo 55;20 55;40
Company :
investment 4520 45 ;60

Source: Author

subject firm is to lower the price, both by lowering
the price and by maintaining it by the competitor.
Such an approach ensures that the payoff function
is maximised relative to the defined alternatives.

However, accepting a price reduction by a com-
petitor is only one alternative course of action,
where the extension of the competitor’s promo-
tional activities to the foreign market must also be
taken into account on the basis of the facts ob-
tained. The competitor is assuming a situation of
sufficiently high foreign demand (over a certain
period of the life cycle of the promotional activity)
but on the other hand high investment require-
ments. Based on the calculations of data from the
own investigation, marketing and sales depart-
ments, the likely revenues and costs for both com-
panies can be identified:

¢ Revenues from the promotion of the penetrated
foreign market in the estimated amount of 80
million CZK.

* Costs of promotion on the foreign market in the
amount of twice the budget for the domestic
market:

— 30 million CZK for the company (2 * CZK

15 million).
— 40 million CZK for the competitor (2 * CZK
20 million).

e Costs for infrastructure for comprehensive se-
curity of sales on the foreign market:

— 60 mil. CZK 60 for both companies.

A potential profit of 80 million CZK carries with
it a significant threat of only a one-off interest of
customers from the position of novelty on the mar-
ket, when at the same time the conditions of more

{10/21}
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intense competition prevail on the foreign market,
and therefore significant profits cannot be guaran-
teed in the long term even with adequate promo-
tion.

The dominant strategy for both options in the
second sequence is to maintain the status quo,
which is associated with a higher payoff function
for the subject company than in the case of ex-
panding promotional activities beyond the domes-
tic boundaries. This effect is at the same time rein-
forced by the knowledge of the potential threat of a
drop in profits after the initial market demand and
the implication of follow-up capital expenditure to
counteract stronger foreign competitors. The stra-
tegic initiative under consideration in the context
of the defined strategic case thus defines a domi-
nant strategy anticipating key strategic decisions.

7. Conclusion

The presented article is closely related to previous
contributions (Doctrine of Pragmatism, Ignoratio
Elenchi Problem), where it is the realization of a
long-term intention to contribute to the methodo-
logical, theoretical, and practical development of
strategic management of the enterprise. The article
defines the principles and assumptions underlying
the methodology of applying game theory in stra-
tegic management of the enterprise, in the form of
abductive reasoning, systematic work with facts,
and the formation of hypotheses. For the strategic
case solver, it is essential to create a set of factors
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Strategy development: case of business practice

ABSTRACT

Creating a strategy represents a significant challenge for the solver of a strategic case in the form of the need
to systematically work with an open system of business reality. The subject of this article is to provide a con-
tribution to the development of strategic management methods with a proposed methodology for the appli-
cation of game theory in strategic management. The goal is to propose a methodology for the application of
game theory in the strategic management of a company, in the conceptual form based on abductive reason-
ing, systematic work with facts, and the creation of hypotheses. The strategy conceptor systematically creates
a set of facts using the mentioned procedure which provides information background about relevant facts
determining the achievement of strategic goals. These are the methodological starting points necessary for
the application of game theory, in the presented concept of the sequential decision-making process, built on
the company’s relationship with stakeholders (dominantly cooperative relationship) and competitors (dom-
inantly competitive relationship). The proposed methodology (including an initial consideration of the the-
oretical consequences of the use of game theory) is demonstrated by solving a real decision-making problem
of strategic importance.
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1. Introduction

Currently, as the world continuously faces new
and complex challenges, preparedness for crisis
situations plays an indispensable role in both the
public and private sectors, as well as in the realm
of security. In the case of an attack on the Czech
Republic, the security sphere is represented by the
Czech Army and domestically by the Integrated
Rescue System, which ensures continuous readi-
ness to receive notifications of extraordinary
events, their evaluation, and immediate interven-
tion. With the increasing use of digital technolo-
gies, a new era in training and preparation for spe-
cial situations opens up through virtual reality
(VR) or augmented reality (AR). This article focus-
es on the possibilities of using virtual or augment-
ed reality in the Integrated Rescue System (IRS)
and the Czech Army (ACR). It also addresses the
implementation of realistic crisis scenarios in vir-
tual and augmented reality’s safe and controlled
environment. The main goal is to provide users
with an intensive and practical experience that will
help them better prepare for real-life crises.
Education and readiness are fundamental sys-
tems of preparation for future professions in the
ACR and IRS. The basic system includes overlap-

ping areas — education, upbringing, and training.
These educational attributes are required, espe-
cially in command and staff positions and primari-
ly in the executive branches. The virtual reality is
close to present technology level and potential fu-
ture part of almost every area in the society (busi-
nesses, government, wide audience).

This article provides a comprehensive overview
of the possibilities of using virtual reality for emer-
gency preparedness and emphasizes its potential
as a tool for increasing safety and readiness.

2. Virtual reality and augmented reality

Virtual and augmented reality are revolutionary
technologies that are changing how we perceive
and interact with the digital world. VR immerses
users in digital environments that provide enter-
tainment, relaxation, and educational experiences.
On the other hand, AR augments our physical
world with digital elements, allowing users to see
the real world enriched with virtual objects and in-
formation. Together, these technologies open up
new possibilities in entertainment, healthcare, ed-
ucation, and industrial applications, indicating the
beginning of a new era in our interaction with tech-
nology.
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2.1 Virtual reality

Virtual reality is a technological concept whose
primary goal is to create a simulated environment
that immerses the user in an alternate reality often
different from the real world (Lowood, 2023). It is
a computer-generated experience that manifests it-
self in various multimedia elements such as graph-
ics, sound, or even haptic feedback. The essential
tool for experiencing virtual reality is special virtu-
al reality goggles. When the user puts on these
goggles, the displayed environment responds to
their head movements, allowing a complementary
view in all directions. In more advanced systems
equipped with 6 degrees of freedom of movement,
the user can even navigate through the virtual
space and interact with objects within it. Virtual re-
ality can be described by the English term immer-
sive, i.e., the ability to immerse the user so pro-
foundly in the experience that they temporarily
forget about the surrounding natural world. Im-
mersiveness is achieved through a combination of
high-resolution graphics, spatial sound, and fast
response to user movements.

One of the key elements of virtual reality is in-
teractivity. Modern VR systems can be equipped
with special controllers that allow the user to ma-
nipulate objects in the simulated environment,
play games, or even simulate actual actions, such
as a surgical operation. Virtual reality applications
extend across many sectors — from the gaming
industry to medicine, military, and education to
engineering. Scientific research also shows that
virtual reality can have therapeutic uses, such as
treating phobias, rehabilitating patients after inju-
ries, and training the army and integrated rescue
systems in life-threatening crises (Lowood, 2023;
Gorner at al., 2023).

However, virtual reality also brings several
challenges, including social isolationism, health
risks such as motion sickness, and technical limita-
tions in the need for high computing power and
quality internet connection. Despite these chal-
lenges, virtual reality is considered one of today’s

most promising and fastest-growing technological
platforms.

Virtual reality is a fascinating combination of
technology and human perception, offering new
possibilities for training, entertainment, educa-
tion, and communication.

2.2 Augmented reality

Augmented reality is an innovative technology that
enhances our physical environment with digital in-
formation, such as text, graphics, sound, video, or
even interactive elements that can dynamically
change in real time (SAP Industry, 2023). Aug-
mented reality involves the integration of digital
content with the natural world in real-time, allow-
ing users to interact with both forms of reality si-
multaneously. Augmented reality enables the
blending of the digital and physical worlds so that
digital information becomes an almost indispensa-
ble part of our everyday experience. One of the key
aspects of augmented reality is its ability to pro-
vide users with contextually relevant information
(Kaliraj and Thirupathi, 2022).

Overall, augmented reality offers a new per-
spective on understanding and interacting with the
world around us in a very adaptable and user-
friendly format. While there are specific techno-
logical and ethical challenges, the potential of
augmented reality as a tool for expanding our per-
ception and interaction with the surrounding
world is enormous.

Challenges associated with augmented reality
mainly include issues related to user interface, en-
ergy consumption, and privacy protection. Despite
these challenges, AR technology has tremendous
potential, representing a new era in the interaction
between the digital and physical worlds.

2.3 The primary differences between virtual
reality and augmented reality

The fundamental distinguishing feature between
virtual and augmented reality primarily lies in in-



teracting with the surrounding world, hardware re-
quirements, and usage in various applications.
Both technologies interact with the physical world,
but virtual reality completely immerses you in a
virtual world and isolates you from the natural en-
vironment, whereas augmented reality, on the con-
trary, expands the real world with virtual elements
and allows interaction with both. This directly re-
lates to the experience. Virtual reality offers a pro-
found experience where the user is transported to
another world. Augmented reality provides a less
immersive experience, as you are still in your phys-
ical environment.

Virtual reality typically requires more demand-
ing specialized hardware, such as VR headsets and
often various sensors and controllers for motion
tracking. On the other hand, augmented reality can
be run on more common devices, such as smart-
phones and tablets, although there are also spe-
cialized AR devices. Virtual reality uses specialized
controllers and often haptic feedback. Augmented
reality may utilize touch screens, gestures, and
voice control. AR applications are usually more
mobile because they do not require as much hard-
ware and can be used in a typical, everyday envi-
ronment. Virtual reality usually requires more
space and setup. (VR Education, 2023; Greenwald,
2023)

The difference also lies in using both realities,
where virtual reality is often used in entertain-
ment, simulations, and training, where complete
immersion is desirable. Augmented reality finds
application in more practical applications, such as
navigation, training, medicine, and mechanical
maintenance. While augmented reality has broad-
er industrial use and can be implemented into ex-
isting systems and processes, virtual reality is of-
ten more expensive to develop and deploy.

3. Effective training for crisis situations
in a safe environment

In today’s unstable world, we increasingly encoun-
ter crisis situations that can severely impact socie-

ty and individuals. Therefore, it is crucial that peo-
ple, especially those in key positions, are prepared
to face these challenges effectively. Adequate prep-
aration for crises is key to maintaining safety and
protecting lives. Training in a safe environment al-
lows individuals and teams to experience and ana-
lyze various scenarios without exposure to actual
risk. Crisis simulations, whether through virtual or
augmented reality, offer realistic and interactive
experiences that strengthen skills and responses.
This approach helps develop technical skills
and the ability to be psychologically resilient and
quickly adapt to challenging situations. It enhanc-
es readiness for real-life crisis situations and pro-
vides valuable opportunities for learning and im-
proving procedures, essential for ensuring efficien-
cy and safety in critical moments. Simulations of
natural disasters, terrorist attacks, and industrial
accidents provide realistic experiences that are key
to developing effective response strategies. Train-
ing in a safe environment thus ensures better pre-
paredness and enhances safety in the real world.

3.1 The need for effective training and the
psychological impact of crisis situations

Therefore, effective training in a safe environment,
such as simulation or virtual and augmented reali-
ty, is essential. This type of training allows partici-
pants to practice responses to crisis situations,
thereby improving their decision-making abilities,
communication skills, and ability to adapt to
changing conditions quickly. Training in a simulat-
ed environment can also help reduce anxiety and
increase self-confidence, which is crucial for real-
life crisis situations. Members of the Integrated
Rescue System (IRS), the Army, and other crisis
management workers thus gain essential tools for
managing the emotional and psychological chal-
lenges associated with crises.

VR and AR technologies offer unprecedented
opportunities for simulating complex, dangerous,
and stressful scenarios in a controlled and safe en-
vironment. Successful implementation of crisis
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scenarios requires advanced technological infra-
structure and a carefully thought-out educational
and psychological strategy. Developers and train-
ing experts must collaborate to create realistic yet
educationally effective simulations. This effort in-
volves developing interactive elements that mimic
real-life crisis situations, including physical, visu-
al, and auditory effects that enhance the sense of
immersion and help users better understand and
learn to manage crisis situations (Novdk, 2023).

It is also essential to address the technological
aspects of VR and AR, such as immersive graphics,
interactive interfaces, and sensory feedback. These
technologies must be optimized to provide users
with a seamless and realistic experience that effec-
tively simulates the physical, emotional, and cog-
nitive challenges associated with crisis situations.
Incorporating elements such as haptic feedback,
3D audio effects, and real-time environmental re-
sponses increases the effectiveness of the training
by strengthening memory traces and improving
the ability to make rapid decisions in critical mo-
ments (Dvotdk, Svobodova, 2023).

Lastly, the psychological aspects of training in
VR and AR must be considered. It is crucial to en-
sure that simulations are designed with potential
psychological impacts on users in mind, including
preventing adverse effects like cybersickness or
traumatic stress reactions. Approaches based on
gradually increasing difficulty and support during
and after the simulation can help users better cope
with the emotions and stresses of simulated crisis
situations.

The psychological impact of crisis situations is
profound and diverse, affecting individuals at
many levels of their psychological and emotional
lives. Crisis situations, such as natural disasters,
terrorist attacks, war conflicts, or pandemics, can
provoke a wide range of emotional responses, in-
cluding fear, anxiety, sadness, anger, or a sense of
helplessness. These reactions are natural and ex-
pected given the sudden and often uncontrollable
nature of these events, which disrupt daily life and
can threaten the safety, health, and well-being of

individuals and communities. One of the critical
aspects of the psychological impact of crisis situa-
tions is trauma (Hordk, 2022). Traumatic experi-
ences can lead to the development of Post-Trau-
matic Stress Disorder (PTSD), a mental illness that
can develop after experiencing or witnessing
events perceived as highly threatening or stressful.
Prevention, early intervention, and education are
absolutely crucial. Ensuring users’ psychological
comfort and safety when creating incredibly realis-
tic crisis scenarios must always be a priority.

3.2 Crisis scenarios suitable
for simulation

A wide array of scenarios are suitable for simula-
tion using virtual or augmented reality. Among the
most fundamental are:

e Natural disasters: earthquakes, floods, inunda-
tions, tornadoes, wildfires.

¢ These scenarios test the ability to respond to
rapidly changing natural conditions and coordi-
nate rescue and evacuation operations and re-
action strategies.

o Terrorist attacks: simulations of attacks, such
as bomb explosions or shootings.

* This scenario tests capabilities in areas of rapid
response, evacuation of civilians, collaboration
between the police, Integrated Rescue System,
and possibly the Army, securing the scene, in-
vestigation, and mitigation of the attack’s after-
math. Training also emphasizes communica-
tion with the public and coordination between
various security forces.

 Industrial accidents: Leaks of hazardous chem-
icals, nuclear accidents.

» These simulations focus on managing crisis sit-
uations in industrial settings and protecting
public health.

» Defense of secured areas: Scenarios requiring
the protection of crucial state objects or areas
from hostile forces. Training here involves stra-
tegic planning, defensive tactics, and strategic
cooperation among responding forces.



3.3 Methodology of implementation

The methodology of implementing crisis situa-
tions into VR and AR thus represents a multidisci-
plinary challenge that requires collaboration be-
tween technology experts, psychologists, educators,
and crisis management specialists. This collabora-
tion is essential for creating simulations that are
not only technologically advanced but also peda-
gogically thoughtful and psychologically appro-
priate for participants. The success of these si-
mulations relies not only on their realism but also
on their ability to stimulate effective learning and
adaptation to crisis situations in a safe environ-
ment.

A key factor for successful implementation is
continuous evaluation and user feedback. This
feedback allows simulation creators to constantly
improve and adapt scenarios to meet the needs and
expectations of end-users best. Evaluation should
include both quantitative and qualitative methods,
including measuring training effectiveness, assess-
ing user experience, and analyzing the psychologi-
cal impact on participants (Ondrtsek, 2019). An-
other essential aspect is accessibility and
inclusivity. Simulations should be designed to be
accessible to a wide range of users, including those
with various physical abilities and prior experienc-
es with VR and AR technologies. This requires
careful consideration of ergonomics, interface in-
tuitiveness, and the ability to customize the simu-
lation to individual users’ needs.

Challenges associated with implementing crisis
situations into virtual and augmented reality in-
clude technological barriers, such as hardware and
software limitations, high computational power,
and compatibility with various devices. Overcom-
ing these barriers requires technological develop-
ment and innovations in development tools and
platforms that allow creators to create and distrib-
ute their simulations more quickly and efficiently
(Recek, 2021).

The correct implementation methodology will
ensure the safe functioning of the proposed VR

and AR simulations. And what should a systematic
approach to solving specific problems in imple-
menting crisis situations into VR and AR look like?
It involves a set of principles, theories, procedures,
rules, a collection of specific process models, and
suitable methods, techniques, and tools to achieve
the project’s goal, thereby allowing for objective
and reproducible results. It primarily involves the
following steps:

» Conceptualization — here, defining the training
objectives and determining which skills and re-
sponses need to be developed is crucial. Under-
standing the psychological impact of simulated
scenarios on users is also important.

* Design — a detailed storyboard and simulation
scenarios are created in this phase. The design
must reflect realistic environments and situa-
tions, including sound and visual effects.

* Development and testing — programmers and
designers create the virtual environment in this
phase. Following development, testing verifies
how well the scenarios simulate real situations
and how users respond to the simulation.

 Integration of interactive elements — here, the
focus is on incorporating elements that allow
users to interact with the environment. This can
include virtual tools, dialogue systems, or
choices that influence scenario development.

* Analysis and selection of scenarios — select re-
al-life crisis situations suitable for simulation
based on training needs and objectives.

» Design of the interactive environment — create
detailed 3D models of the environments where
the scenarios will take place, emphasizing real-
ism and detail.

e Programming of scenarios and interactions —
coding the logic of the simulation, including
possible paths of events and user interactions
with the environment.

» Testing and optimization — verify the function-
ality and realism of the simulations, making ad-
justments based on feedback from test users.

* Involvement of real users and obtaining feed-
back — have actual users, such as soldiers or
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rescuers, try out the simulations and get feed-

back for further improvements.

The implementation process is complex and re-
quires close teamwork among experts in VR/AR
technologies, crisis management, psychology, and
user experience. Properly implementing crisis situ-
ation methodologies into virtual and augmented
reality environments offers a range of key benefits
that can significantly improve preparation and re-
sponse to extraordinary events. These benefits ap-
ply to both individual users and entire organiza-
tions and communities. Here are some of the most
significant advantages:

* Increased realism and immersion — The correct
methodology ensures that crisis situation simu-
lations in VR and AR environments are as real-
istic as possible. This helps users better under-
stand the complexity and dynamics of real
crisis situations. The immersive experience in-
creases user engagement and supports deeper
experiential learning, which is key for effective
training (Martof, 2019).

 Safe training space — The methodology creates
a safe environment where participants can ex-
periment and learn without the risk of injury or
damage. This is particularly important in cases
where real-life training could be dangerous or
impractical, such as firefighting or evacuating
buildings during an earthquake (Univerzita ob-
rany, 2018).

* Enhanced cognitive and emotional skills —
Properly implemented simulations in VR and
AR can help develop technical skills and cogni-
tive and emotional abilities, such as rapid deci-
sion-making, problem-solving, stress resilience,
and empathy. This comprehensive preparation
better equips individuals to handle stress and
uncertainty in real crisis situations.

e Customizability and scalability — The method-
ology enables the customization of training sce-
narios to the specific needs of users or organi-
zations. Scenarios can be easily modified or
scaled to reflect different difficulty levels, spe-
cific crisis situations, or new threats. This en-

sures that training remains relevant and effec-
tive over time.

e Improved crisis response capability — Ultimate-
ly, properly implementing the methodology
leads to better preparedness of individuals and
organizations for crisis situations. Simulated
trainings increase confidence and the ability to
effectively respond in critical situations, poten-
tially reducing the risk of property damage and
injuries or fatalities.

* Objective assessment and feedback — Integrat-
ing VR and AR technologies allows for the col-
lection of performance data during training, en-
abling targeted and accurate feedback. This is
invaluable for identifying areas that require
The future in this field promises not only more

advanced and realistic simulations but also better

preparedness for real-life crisis situations, which

has the potential to save lives and minimize the im-

pacts of disasters on society.

4. The perspectives and experiences
of virtual reality and augmented reality
users

Implementing crisis situations into the safe envi-
ronment of VR/AR will rely not only on the experi-
ences of experts/professionals in the field but also
on the perspectives and practical experiences of
VR/AR users. The authors conducted a minimal
pilot survey on VR/AR users’ views on implement-
ing crisis situations in the safe environment of VR/
AR. The following questions focus on personal and
professional experiences with VR/AR, their poten-
tial to improve training programs, perception of
crisis situations, training safety, and the impact on
decision-making processes and psychological re-
silience. Highlighting the advantages and disad-
vantages of these technologies will allow us to un-
derstand their possibilities and limitations more
deeply.

The pilot survey consisted of sending out a
questionnaire with 10 questions, which was partic-
ipated in by members of the Army and Integrated



Rescue System (IRS). The questionnaire was dis-
tributed to the Regional Directorates of the IRS and
various command elements of the Army, and fur-
ther distribution was requested to their subordi-
nate units. A total of 57 filled-out questionnaires
were returned in the pilot survey on implementing
crisis situations in the safe environment of VR/AR.
The first 8 questions were closed-ended with
YES/NO answers. The remaining 2 questions were
semi-closed with multiple-choice answers and the
option to write their response.

1. Do you have experience using VR/AR person-
ally or professionally?

Approximately 88 % of respondents answered that
they already have some experience with VR/AR in
their personal or professional lives. Only 7 out of
the total 57 respondents responded negatively.

2. Do you consider it important to include
VR/AR simulations in the standard training pro-
gram?

Just under 95 % of respondents answered affirma-
tively, considering it important to include VR/AR
simulations in the standard training program. Only
slightly over 5 % of respondents answered nega-
tively.

3. Can VR/AR simulations lead to a realistic per-
ception of crisis situations?

Regarding question No. 3, 75 % of respondents an-
swered positively, and 14 answered negatively.
Therefore, 25 % of respondents do not believe VR/
AR simulations can lead to a realistic perception of
crisis situations.
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4. Should VR/AR training be complemented by
traditional training?

All 57 respondents are convinced that VR/AR
training should be complemented by traditional
training.

5. Do you think VR/AR increases safety during
training?

More than 91 % of respondents believe that VR/AR
increases safety during training, and just under
9 % think the opposite.

6. Would VR/AR training help you improve your
responses in crisis situations?

Just under 14 % of those surveyed think that
VR/AR training would not help them improve their
responses in crisis situations, but on the other
hand, approximately 87 % of respondents believe
YES.
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7. Can training in VR/AR influence your deci-
sion-making in real life?

Almost half of the respondents, that is 58 %, think
that training in VR/AR can influence their deci-
sion-making in real life. Less than half of the re-
spondents, approximately 42 %, do not think so.

8. Do you believe VR/AR can help overcome
emotional and psychological barriers associated
with real crisis situations?

Most respondents believe VR/AR can help them
overcome emotional and psychological barriers as-
sociated with real crisis situations, but just under
14 % think it will not help them.

{11/21}

Graphs 7 » Question 7

Respondents

YES

Answer

Source: Author’s own work

Graphs 8 » Question8

60

Respondents
w
o

YES NO
Answer

Source: Author’s own work

VR and AR technologies offer unprecedented opportunities for simulating
complex, dangerous, and stressful scenarios in a controlled and safe environ-
ment. Successful implementation of crisis scenarios requires advanced tech-
nological infrastructure and a carefully thought-out educational and psycho-
logical strategy. Developers and training experts must collaborate to create re-
alistic yet educationally effective simulations. This effort involves developing
interactive elements that mimic real-life crisis situations, including physical,
visual, and auditory effects that enhance the sense of immersion and help us-
ers better understand and learn to manage crisis situations.
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9. What are the main obstacles to implementing
VR/AR in training?

In the penultimate question, respondents could
choose multiple answers. The main obstacles to
implementing VR/AR in training include techno-
logical complexity and availability at 100 %. High
costs were in second place with 84 %, and accessi-
bility and inclusivity limitations were in third place
with 72 %. The least significant obstacles include
others at just under 9 %, among which respond-
ents mentioned limitations in movement within
the VR/AR headset space, potential risk of depend-
ency on VR/AR technologies, unsuitability for all
types of training, nausea, and vomiting. Psycho-
logical and social barriers are in the penultimate
position at 14 %, and security and legal issues are
in one position above 28 %.
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10. What are the main advantages of using VR/
AR in training?

Among the three main advantages of using VR/AR
in training, respondents identified increased moti-
vation and interest at 86 %, increased immersion
and engagement at 84 %, and a safe and realistic
environment at 79 %. Following these, with a more
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significant gap, are customizability and scalability
at 46 % and cost reduction at 26 %. The least con-
siderable advantage was categorized as other at 21
%, where they wrote about the possibility of re-
peating training at any time, the opportunity to
share VR/AR experiences with colleagues and in-
structors, and the ability to analyze data on partic-
ipants’ performance.
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The survey results clearly show that most re-
spondents (88 %) have experience using VR/AR
technologies in their personal or professional lives,
indicating wide acceptance and engagement
among participants. Nearly universal consensus
(95 %) on incorporating VR/AR simulations into
standard training programs emphasizes the per-
ceived value of these technologies in education and
preparation. Although 25 % of respondents ex-
pressed skepticism regarding the ability of VR/AR
simulations to lead to a realistic perception of crisis
situations, a significant majority (75 %) believe in
their effectiveness in this regard.

Unanimity on the need to supplement VR/AR
training with traditional training demonstrates rec-
ognition of the value of a combined approach to ed-
ucation. This is supported by the majority opinion
(91 %) that VR/AR increases safety during training,

Cost
reduction

Others

Customizability
and scalibility

Answer

and approximately 87 % believe this training could
improve their responses in crisis situations.

While nearly half of the respondents (58 %) see
the impact of VR/AR training on decision-making
in real life, the research also identified significant
obstacles to implementing VR/AR in training, with
technological complexity and availability marked
as the main barriers. Nonetheless, most respond-
ents acknowledge the main advantages of VR/AR
in training, such as increased motivation and inter-
est, immersion and engagement, and a safe and re-
alistic environment.

S. Conclusion
In conclusion, the article on implementing crisis

situations into the safe environment of virtual and
augmented reality highlights the multidisciplinary
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challenge that requires collaboration between
technology experts, psychologists, educators, and
crisis management professionals. The conclusion
points out the key advantages of the correct imple-
mentation methodology, such as increased realism
and immersion, a safe training space, enhanced
cognitive and emotional skills, customizability and
scalability, improved crisis response capabilities,
and objective assessment and feedback. Emphasis
is placed on continuous evaluation and feedback
for constant improvement and adaptation of sce-
narios to user needs. The proper implementation
of methodology holds significant potential for im-
proving preparation and response to extraordinary
events, which has the potential to save lives and
minimize the impacts of disasters on society.
While there are specific challenges and limitations,

RESOURCES

such as the need to supplement traditional training
methods, and possible disadvantages like techno-
logical dependency or costs, the benefits of VR/AR
in education and training outweigh their potential
drawbacks. Thus, integrating VR/AR into standard
training programs represents a direction that the
development in crisis situation preparedness
should take.

The survey summary indicates strong support
for integrating VR/AR technologies into education-
al and training programs despite the challenges as-
sociated with their implementation. Participants
perceive VR/AR as a valuable tool for improving
safety, responses to crisis situations, and the over-
all educational experience, emphasizing the need
for further development and incorporation of
these technologies into training programs.
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Implementation of crisis situations in a safe virtual reality environment

ABSTRACT

Virtual reality (VR) in various fields, including training and emergency preparedness, is growing. This pa-
per focuses on innovative approaches to implement realistic crisis scenarios in a safe and controlled virtual
reality environment. The main goal is to provide users with an intense and practical experience to help them
better prepare for real-life crises. In the first part of this paper, we discuss the theoretical foundations of vir-
tual reality and its ability to simulate complex and dangerous scenarios without risk to the user. Next, we
discuss the technological aspects of VR, such as immersive graphics, interactive interfaces, and sensory feed-
back, which are vital to creating a compelling training environment. The second part of the paper is devot-
ed to case studies where VR has been successfully used for training in fire safety, medical emergencies, mil-
itary operations, and natural disaster response. These studies show how VR can be useful for skill
development, critical decision-making, and stress management. In the paper’s final section, we discuss the
challenges and limitations associated with implementing VR in emergency training. We address issues such
as technological barriers, realism of simulations, and psychological impacts on users. We also suggest direc-
tions for future research and development in this area. This article provides a comprehensive overview of the
possibilities of using virtual reality for emergency preparedness and highlights its potential as a tool for en-
hancing security and preparedness.

KEYWORDS
virtual reality (VR); crisis situations; training and preparation; safety simulation; decision making in crit-
ical situations
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1. Introduction

Podcasts in general have seen an increase in popu-
larity in recent years. The term podcasting was
coined in 2004 and was created by merging of the
words iPod and Broadcast (Tvrdon, 2017). There
are many definitions of podcast. One of the com-
prehensive definitions can be found from 2006,
when the author D. L. Potter defines podcasts as
digital files that can be downloaded from the Inter-
net and listened to anywhere and anytime (Potter,
2006). According to the New Oxford American Dic-
tionary, a podcast is a digital recording of a radio
broadcast or similar program made available on
the Internet for download to a personal audio play-
er (Podcast’is lexicon’s Word of the Year, Chicago
Tribune, 2005). Waddingham, Zacary and Ketchen
(2020) define podcasting as a series of audio files
that are available by downloading them from the
Internet. The format of a podcast is similar to a tra-
ditional content such as talk shows or documenta-
ry programs, but the difference is that listeners can
consume it when it’s convenient for them, rather
than when it’s scheduled in a linear broadcast pro-
gram.

While podcasts were only a marginal phenome-
non a few years ago, the audio format has now
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found a permanent place in the current media en-
vironment and in the daily lives of many people
(Bonini, 2015). The situation with podcast produc-
tion in Slovakia was slightly different from devel-
oped countries. In the world, this trend developed
intensively much earlier. The first podcasts began
to appear in 2003. Their growth was exponential.
While in September 2004 the Google search engine
indexed only 28 pages containing the term pod-
cast, a month later there were one hundred thou-
sand and nine months later nine million (Kosicek,
2006). The podcast, especially in the number of lis-
teners, grew steadily until 2013, but despite this, it
did not succeed as a mass media output. Until
2013, a podcast was seen primarily as a medium
for a specific, smaller group of people. The turning
point came with the podcast Serial. The arrival of
the Serial podcast marks the so-called “podcast re-
naissance”, or otherwise called the golden era of
podcasts. The main theme of the Serial podcast
were unsolved or otherwise mysterious murders.
Based on which the listeners could form their own
theories and share them through mediums such
as Twitter, which only made the podcast more
popular. Podcast The Series started a new era of
podcasting. Fictional and non-fictional narrative
formats, sci-fi series, crime thrillers with an inves-



tigator conducting interviews to solve mysteries
became more and more popular in podcast pro-
duction. The first podcast that appeared in Slova-
kia was created in 2005, when the Slovak writer
and journalist T. Ulej started making his own re-
cordings of literature and published them under
the heading as the first Slovak podcast. Rddio FM is
also among the first podcast pioneers in Slovakia.
The third circuit of the Slovak public Radio
launched a podcast service on its website on April
1, 2006, just two years after podcasts appeared in
the world. However, these were only the first at-
tempts or experiments, the more massive spread of
podcasts came only after 2017. Since 2019, when
their listenership began to be measured regularly,
podcasts in Slovakia have continuously recorded a
slight year-on-year increase in popularity. Current-
ly, the listening is relatively stable, podcast listen-
ing oscillates around 30 percent of the total Inter-
net population between the ages of 18 and 65.
According to a survey by the 2muse agency, which
is the only one in Slovakia that conducts regular

podcast listenership surveys, podcast listenership
reached 29 percent of the total Internet population
last year, which represents 1.1 million listeners
(2muse, 2024). A representative online survey was
conducted on a sample of 1010 respondents, from
the 8™ to the 18" of December 2023.

According to the survey by 2muse agency, we
can see a positive increase in the listening but also
in the frequency of podcast listening. It recorded a
slight increase in 2023, especially during the sum-
mer month of June.

Podcasts are available on websites of the pod-
cast producers or can be downloaded from differ-
ent podcasting platforms, on which the producers
upload their content. As the number of podcasts
increases so do the topics being covered. Topic is
an extremely important attribute based on which
people decide which podcast they want to listen to.
Today, they primarily focus on current events, pol-
itics, education, business, health, but also topics
concerning leisure and hobbies. According to the
2muse agency, Slovak listeners are most interested

Figure 1 » Slovak internet population from the age of 18, who listens to podcasts
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Figure 2 » Frequency of consumption of Slovak podcasts (representative sample of Slovak internet po-
pulation)
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Figure 3 » Spontaneous listenership based on topic/character of the podcast -a subgroup of those who
listen to Slovak podcasts
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in political topics and social events (29%), educa-
tion and self-development (28%), criminal topics
(25%), business topics (21%), humorous inter-
views (20%), lifestyle (13%), relationships, sex,
and love (12%).

People are highly interested in education, espe-
cially regarding politics, current social happen-
ings, or self-improvement. They are entertained by
criminal happening / mysteries and humorous in-
terviews. The least popular podcasts are ones con-
cerned with relationships.

Podcast producers are diverse. It’s not only me-
dia, publishers but also well-known personas, ac-
tors, presenters, influencers, or even completely
unknown people. Various companies, organiza-
tions, associations, non-profit organizations are
also added to the list of podcast producers. The
podcast thus becomes part of their company’s
communication, whether external or internal. Due
to its increasing popularity in society, interest in
podcasts is also growing among companies that
benefit from the trend in their communication
portfolio by producing so-called corporate pod-
casts themselves (Schreyer, 2019). Businesses find
that the greatest added value of podcasts is the fact
that they can get the attention of their customers
for 60 to 90 minutes, but it must be said that the
content must be interesting (CSOB, 2021). The
podcast has thus become a marketing tool that is
part of the mix of companies’ communication
strategy towards their clients, partners, and co-
workers.

However, podcasts produced by companies or
organizations are not on the leading ranks of pod-
cast platforms, nor are they specifically evaluated
in the survey of the agency 2muse, which is the ex-
clusive source in Slovakia for obtaining relevant
data in the field of podcasting. It is therefore quite
difficult to get more information about whether
companies, organizations produce podcasts, how
they perceive podcasts, what is their motivation to
do so and what are the benefits. Interesting areas
of investigation may include the topic of how pod-
casts and their benefits are perceived by compa-

nies that have not yet decided on podcast produc-
tion. As these data cannot be obtained from any
relevant surveys, we decided to conduct our own
survey on a selected sample of companies and or-
ganizations in Slovakia. The aim of our study was
therefore to find out and bring insight into how the
popular media format -- podcasts as a marketing
tool, is perceived and used by private companies
and organizations in Slovakia. For our investiga-
tion, we used both quantitative and qualitative
methods, the results of which we evaluated, inter-
preted, and compared.

2. Podcasts as a marketing tool

Online communication has also significantly
changed the behavior of businesses in an effort to
establish themselves on the market. Access to the
Internet, social networks and other digital solu-
tions have significantly affected the dynamics of
market power (Holliman & Rowley, 2014). Compa-
nies or organizations are therefore faced with a
new situation, new market dynamics that have led
to a shift in business. Companies sell online and
communicate with customers digitally (Jdrvinen,
Taiminen, 2015). Customers have an almost unlim-
ited opportunity to search for products or services
on the Internet, compare them, and get reviews
from hundreds of other consumers or experts.
Therefore, traditional marketing tools have lost
their edge due to customers being able to choose
their means of interaction to a greater extent.
(Opreana, Vinerean, 2015). And it is the possibility
of choice, or personal choice, why people reach for
podcasts, where they can find the “correct and im-
portant information”. And that’s also why compa-
nies include this type of communication as their
sales method. Podcasting is one of several tools
that can be used in content marketing initiatives,
with businesses often communicating with stake-
holders without clearly articulated sales intent
(Londberg, Wahlquist, 2020). Another reason for
this is that customers go through almost 60 per-
cent of the buying process before contacting the
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selling company (Jefferson, Tanton, 2015). There-
fore, companies try to get the attention of their cus-
tomers, partners, and potential customers as much
as possible. Which is only one of the reasons why
podcasts have their rightful place in media.

Choosing the right topic is crucial when decid-
ing about the content and structure of company’s
podcasts. Because the content should reflect the
information, resources and materials that compa-
ny wants to communicate (Leibtag, 2013). In addi-
tion to appropriately chosen and targeted informa-
tion-saturated content, the emotional impact of
podcasts on their listeners is also important. It en-
ables building a strong relationship between the
hosts (note authors — podcasters, companies) and
listeners (Berry, 2016). Podcasts as a media format
built on an informational and emotional basis, and
thus is an effective way of disseminating informa-
tion. With the help of a full-fledged, high-quality
sound, one gets the full attention of the audience
(Pillai, 2019). Podcasting works perfectly as a form
of content marketing because there is high engage-
ment, as well as the possibility to identify with the
human voice in the text you are listening to (Scott,
2009). This helps listeners create associations be-
tween the voice and the content, thereby indirectly
creating a relationship with the given topic.

In addition to the correctly chosen topic, appro-
priately set content, optimal structure and appro-
priately chosen elements of emotional impact on
the listener, companies are also aware that pod-
casts differ from other content on the Internet in
several relevant ways. Above all, it is an on de-
mand service. This makes podcasts a potentially
very effective marketing tool, available to the con-
sumer almost anytime, anywhere. If listeners can
choose the time and place to consume a podcast,
consumers gain more control and personalization
options with the content or author of the podcast
(Morris, Patterson, 2015). In addition, podcasts are
consumed in a different way than most other me-
dia (Rowles, Rogers, 2019). With smartphones,
people can access podcasts anywhere and anytime
(Waddingham et al., 2020), making them accessi-

ble to a wide range of consumers. Corporate pod-
casts thus represent an innovative form of thrust
communication with a particularly interested tar-
get group, which is primarily young and educated
with high purchasing power (Doberts et al., 2021).
This also elevates them to an interesting and mod-
ern marketing or communication tool.

3. Research objectives and methodology

The presented study aimed to focus on finding out
how Slovak companies operating in the private
sector perceive podcasts as a marketing tool for ex-
ternal communication. We have more deeply fo-
cused on investigating whether they even include
it in their communication mix or not, what are the
reasons for this decision within the companies and
what does it ultimately brings them, whether in
terms of increasing their business revenue, build-
ing a brand, making oneself visible externally, to-
wards one’s clients, partners, co-workers, etc. We
were also interested to find out if they do use this
tool, what topics they prepare, whether the pre-
sented topics correspond with the focus of their
companies, how often they produce podcasts, and
in what form.

For this research, we have used both quantita-
tive and qualitative research methods. The first
was a questionnaire inquiry, which we used to de-
termine the use of podcasting as a marketing tool
within the communication mix for external com-
munication, as well as the reasons for its use and
the expected and real benefits of this tool for the
company. The ambition was not to create repre-
sentative research as we still have little informa-
tion in this area. We decided to conduct an initial
survey, specifically for the selection of companies
and organizations classified as small and medium-
sized enterprises with the number of employees
from 100 to 500. We selected companies and or-
ganizations from five areas. Specifically, the fol-
lowing sectors: financial consulting, healthcare,
travel agencies, IT sector, and real estate sector. We
have chosen the mentioned areas on purpose, as



we assume that companies in the mentioned sec-
tors have the ambition to address and educate their
clients in different ways and their business is built
on more intensive communication and contact
with the customer, therefore we assume that a
modern and attractive form, such as podcast, may
be of their interest. As part of the survey, we con-
tacted a total number of 120 companies by phone,
we received answers from 63 companies and or-
ganizations.

We obtained answers in the form of a struc-
tured questionnaire. We asked everyone the same
questions. As part of the answers, they had the op-
tion of choosing several options.

We evaluated the given answers (number and
percentages), and then interpreted and compared
them.

In the second stage, as part of qualitative re-
search, we looked at the podcasts of companies
and organizations in more detail. We monitored
and evaluated the following criteria: what topics do
they use in their podcasts, their frequency and
structure. For a more detailed analysis, we selected
all companies that answered positively to the ques-
tion of whether they produce podcasts. The pod-
casts were created in the period from 2021 to 2023.
We do not mention the specific dates of the indi-
vidual podcasts due to the preservation of ano-
nymity.

Figure 4 » Companies vs Podcasts

P

B They produce podcast
[ They do not

Source: own evaluation

4. How do small and medium-sized
companies in Slovakia perceive podcasts?
(quantitative evaluation)

Among the 62 companies that answered the ques-
tionnaire, only a very small part of them produce
podcasts.

To the question whether their company produc-
es its own podcast, 5 companies answered posi-
tively, which is 8.02 percent of the total number.

From which two companies answered that their
reasons behind the decision is only that it’s a new
trend, three companies stated that they use pod-
casts as an interesting way of getting to clients, and
three companies hope to higher awareness around
their brand.

When asked what does the production of pod-
casts bring to their companies, there were various
answers. One company stated that it informs their
clients about their products, another company
stated that this is how they inform clients about
their charitable activities. In case of two compa-
nies, podcast production is appreciated by their cli-
ents, one company cannot yet evaluate the benefit
because they produce podcasts for a short period
of time.

Even in the case of companies that answered
negatively — that is, that they do not produce pod-
casts, we investigated the reasons for this decision.

The highest number of answers, exactly 30
companies, answered that they do not have the

Figure 5 » Reasons behind the decision
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Figure 6 » What does podcast production bring
to companies
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Source: own evaluation

personal capacity. For 10 companies podcast pro-
duction is too financially demanding, 9 companies
believe that podcast production would not be ben-
eficial. Only 3 companies stated that they don’t
have the right topics and another five companies
believe podcast production to be meaningless as
there is too much of a competition. 16 companies
stated different reasons, for example: they did not
think about it, they do not have the personnel ca-
pacity or technically equipped employees, this
method of marketing is not precisely targeted, they
have no reason to do it, the age of their workers is
high and therefore it would not be relevant. (Au-
thors’ note: companies had the option of multiple
answers).

S. Podcasts of small and medium-sized
companies (qualitative analyses)

In our probe into the issue of the use of podcasts as
a modern and attractive communication tool by
small and medium-sized companies, we were in-
terested in the focus of the topics, what is the fre-
quency of podcast production and what is their
structure. We, in detail, analysed the production of
5 companies. In order to preserve the anonymity of
the companies, we do not mention their names,
but only areas of their activity.

Figure 4 » The main reasons why companies do
not produce podcasts

»
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Source: own evaluation

e Company 1

— Focus of the company: The company focus-
es on financial products, specifically on con-
sulting in the field of finances, savings,
loans, and mortgages.

— The focus of the podcast: The topics of the
podcast are devoted to the real estate market
and orientation within the market. The am-
bition is to provide up-to-date information
on developments in the real estate market
with an effort to support and connect finan-
cial advisors and real estate brokers.

— Topics of the podcast: The company has re-
corded 3 podcasts so far. The topics they
covered were all related to real estate agen-
cies, the real estate crisis, or the current sit-
uation in the real estate market.

— Structure and processing of the podcasts:
The podcasts have the same format. The
presenter (male) conducts the interview
with an invited guest on a specific topic. The
guests are specialists in the real-estate and
real-estate market. The interview is carried
out in a conservative, more formal way to
provide the listener with the necessary infor-
mation. In the beginning, the presenter in-
troduces the topic and reveals the guest,
which is then followed by a jingle. The pre-
senter then gives more information about



the topic and the guest. The podcast contin-
ues with the interview with the invited
guest, which is carried out conservatively to
gain relevant information for the listeners.
At the end of the interview, the presenter
thanks the guest for the interview and says
goodbye to the listeners. The podcast ends
with a jingle.

Periodicity, length: The podcast is pro-
duced monthly. The length ranges from 25
to 30 minutes. The podcast is available on
standard podcast platforms.

says goodbye. The podcast ends with a jin-
gle.

Periodicity, length: The podcast is pro-
duced on a monthly basis, the length varies
from 15 to 30 minutes. The podcast is availa-
ble on standard podcast platforms.

Company 3

Focus of the company: The company oper-
ates in the field of tourism, focusing on the
sale of stays abroad and the sale of plane
tickets.

The focus of the podcast: It is a travel pod-
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¢ Company 2
— Focus of the company: The company focus-

cast that brings interesting information
about various destinations. Its goal is to pro-

es on providing services in the field of mo-
bile data and internet connection.

The focus of the podcast: The podcast is
aimed at disseminating information about
new technologies in the field of mobile data
and the Internet. According to the creators
of the podcast, new terms and new abbrevi-
ations are literally “rolling at people from all
sides”. The world is changing too fast. The
podcast therefore talks to experts about
news, changes, new incoming technologies,
and the latest trends in the field of telecom-
munications and IT.

Topics of the podcast: Podcasts are devoted
to online applications, practical advice relat-
ed to the use of data and the Internet, as well
as news on the market in this area.
Structure and processing of the podcasts:
At the beginning of the podcast, the listeners
will be welcomed by the presenter (male),
who will briefly introduce the current topic
and welcome the guest. A jingle follows. The
guests are either experts from the company
that produces the podcasts or experts on the
given topics from an external environment.
After the introduction, the moderator inter-
views the guest. It is conducted formally and
conservatively. After the interview, the mod-
erator thanks the guest and the listeners and

vide various tips and tricks to make your
travel experience more enjoyable, also want-
ing to reach a group of people who are travel-
ers and want to get to know new countries.
Topics of the podcast: Podcasts cover travel
topics, practical advice, news, and recom-
mendations, but also feature people who
work in the industry.

Structure and processing of the podcasts:
At the beginning of the podcast, the upcom-
ing guest will be quoted. Subsequently, two
presenters (male and female) will introduce
the guest and ask him about what is current-
ly new in his life, what are his current activ-
ities, etc. The podcast guests are either well-
known personas/celebrities, who talk about
their travel experiences or experts in the
field who work around topics of traveling.
The podcast is conducted in a less formal
way, the interview is more relaxed, all to en-
tertain the listener. Sometimes the podcast
producer mentions the possibility of sup-
porting charitable activities. Dynamic musi-
cal breaks and sounds are incorporated into
the podcast. At the end of the podcast, the
presenters say goodbye and remind you
when you can listen to the next episode.
Periodicity, length: The podcast is pro-
duced irregularly, 2-3 times a month, and
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the length is varied, ranging from approx. 30
minutes to 60 minutes. The podcast is avail-
able on standard podcast platforms.

e Company / Organization 4
— Focus of the company: The company focus-

es on consulting and supporting business
entities in terms of their financial security.
The focus of the podcast: The podcast
brings an expert perspective on current so-
cial issues and topics that can move the
country forward. According to the authors
of the podcast, it is important to ensure that
expertise comes first, because the more ex-
pert opinions we hear, the more qualified
decisions the society can make.

Topics of the podcast: The topics of the pod-
casts are current situations in society that
can move companies forward, they address
the topic of expertise and experts in practice
and their needs. Podcasts are also focused
on financial topics — drawing European
funds, and financing business development.
Structure and processing of the podcasts:
The podcast starts and ends with a jingle.
The presenter greets the listeners and intro-
duces the topic and the guest. The produc-
ers bet on a presenter (male), who is known
from the media as a political moderator. Af-
ter the introduction, they move on to the in-
terview with experts on a specific topic. The
interviews are formal, the presenter is very
dynamic, and the interview is led in a very
professional manner. After the interview,
the presenter thanks the guest as well as the
listeners and invites them to listen to anoth-
er episode of the podcast.

Periodicity, length: The company has pro-
duced 7 podcasts on a monthly basis, so far.
They were produced as pilot episodes with
the ambition of continuing production. The
length ranges between 15 to 30 minutes. The
podcasts are available on standard podcast
streaming platforms.

e Company 5 — a specific type of a podcast

— The focus of the company: The company fo-
cuses on production related to IT.

— Focus of the podcast: This type of podcast is
specific in the sense that it is primarily in-
tended for company employees. Therefore,
it brings topics that may be useful or inter-
esting for the employees.

— Topics of the podcast: The main topics of
the podcasts are, for example, safety in the
workplace, the introduction of employees
and their successes, mental health-related
topics, lifestyle advice, or practical advice on
how to appropriately combine work with
family.

— Structure and processing of the podcasts:
In. the beginning, the presenter (male)
greets the listeners and introduces the topic
and the guest. The introduction is followed
by a jingle. Then the presenter conducts the
interview with the host. Guests are either ex-
perts from within the firm or external envi-
ronment. The interview is conducted in a
more easy-going, popular way. After the in-
terview, the second presenter (female)
shares information about the company’s
news. The podcast ends with a jingle.

— Periodicity, length: Podcasts is produced
2-3 times a month, the length in very flexi-
ble, varying from 5 to 50 minutes. Podcasts
are available for streaming on the company’s
website.

6. Discussion as a Conclusion

Podcasts in Slovakia are gaining popularity. Pod-
cast platforms offer different types, formats, and
topics of podcasts. But despite all of this we can
conclude that podcasts produced by companies
are still in a minority. This is also shown in our sur-
vey that we conducted on a sample of selected
companies. Only a very small percentage of sam-
ple companies have confirmed that they produce
podcasts. Despite podcasts being part of their com-



Podcast producers are diverse. It's not only media, publishers but also well-
known personas, actors, presenters, influencers, or even completely unknown
people. Various companies, organizations, associations, non-profit organiza-
tions are also added to the list of podcast producers. The podcast thus becomes
part of their company’s communication, whether external or internal. Due to
its increasing popularity in society, interest in podcasts is also growing among
companies that benefit from the trend in their communication portfolio by
producing so-called corporate podcasts themselves.

munication mix, their primary motivation is not to
sell products. Rather, they perceive this tool as a
new trend that can appeal to clients in an interest-
ing way, or they want to use to strengthen their
brand image or further build their brand. In one
specific case, a company uses podcasts with an
ambition to communicate with its employees,
therefore they do not support external but rather
internal communication within the company. The
reasons why companies decide to produce pod-
casts correspond directly to what this format
brings them. Not one of them said that podcasts di-
rectly affect their sales or increase their business
profits. The benefits for companies are therefore
only secondary and it is not possible to directly
measure their effectiveness or real meaning for
podcast producers. This fact can also be the an-
swer to why companies in Slovakia do not produce
podcasts to a greater extent.

The stated formulations are practically con-
firmed by those companies that answered nega-
tively to the question of whether they produce
their own podcasts. The main reason is the fact
that they don’t have the personnel for it. It is logi-
cal that private companies are set up extremely ef-
ficiently also in terms of the number and structure
of employees. The goal is to make as much profit
as possible. Therefore, it is more likely that if they
decided to produce podcasts, they would produce
them with external collaborators, which could be
more costly. This is also confirmed by the second
most frequent answer of companies as to why they

do not produce podcasts — they consider this activ-
ity to be relatively expensive. Quite a lot of compa-
nies believe that podcasts would not be beneficial,
also because there is quite a lot of competition in
the podcast market. Succeeding in the competition
means bringing a really interesting podcast to the
market — interesting not only in terms of the topic,
but also in processing. As well as invest money in
advertising the podcast and not rely solely on its
spontaneous spread. However, this again means
that companies would have to invest more in pod-
casts, even though the return on investment can-
not always be accurately evaluated.

Another interesting area that we focused on in
the analyses is the very selection of topics for pod-
casts, as well as their processing. Observed compa-
nies that produce podcasts do podcasts in a very
conservative way. It is mostly a conversation be-
tween the host, usually a man, and the guest.
There is no creativity, unique topics, non-tradition-
al way of processing, or inviting in famous person-
alities that could attract the attention of listeners.
That is, everything that could make podcasts pro-
duced by companies more competitive within the
podcast market. However, producing original pod-
casts again requires a larger input cost invested in
podcast production.

If we were to generalize the results of our initial
survey and define one key element that affects the
production of podcasts in small and medium-sized
companies in Slovakia — we could say that it is fi-
nancial resources. Private small and medium-sized
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companies, which are set to monitor their expens-
es and regularly evaluate their effectiveness in pro-
portion to profit, are not ready to invest significant
financial resources in podcasts. Therefore, they
produce podcasts in a simple form, with relatively
low entry costs. The result are podcasts that do not
have much of a chance to establish themselves in
the market and attract listeners. This is also, why
companies cannot realistically evaluate their effec-
tiveness, or see no point in producing podcasts,
because it does not have a positive impact on the
results of their business.

The production of podcasts in Slovakia there-
fore remains the domain of the media, which can
rationally and organizationally link the production
of podcasts with their main focus. On the podcast
market, even larger producers who produce pod-
casts from various fields are becoming more and
more successful, because they are able to produce
podcasts in such a way that they have a high audi-
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Podcasts — an effective part of company’s communication?

ABSTRACT

The aim of this study is to examine how private companies in Slovakia perceive the popular media format
— podcasts as a marketing tool in external communication. The ambition of this study is to learn how the
private sector perceives this communication tool, whether and if it includes it in its communication mix or
not. In the case of a positive approach to this tool, we want to find out what are the reasons for this decision
within the companies and what does this communication tool ultimately bring them — in terms of increas-
ing their business, building a brand, making themselves visible externally, towards their clients, partners,
co-workers. In the case of companies who implement podcasts in their work, we analyze the topics they pre-
pare, to what extent these correspond to the content of their companies’ work, how often they produce pod-
casts and in what form. The work is theoretically-empiric. Within the theoretical part we will define basic
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terms and we will look, based on a relevant survey by the official agency 2muse, to what extent are podcasts
listened to in Slovakia and which topics are among the most searched for. In the empirical part, we will ad-
dress a selected sample of 60 companies (smaller, medium-sized companies, organizations with number of
employees between 100 to 500) and obtain answers to the questions in the form of a questionnaire. We will
evaluate the conducted research and draw relevant conclusions.
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1. Introduction

We are not saying anything new when we say that
the environment is constantly changing. However,
new technologies have accelerated the pace of
change even more and have presented us with the
challenge of how to adapt to these changes. The
answer is communication, with its nearly miracu-
lous powers. It cannot change reality, but it can
change how we perceive it. It can mitigate the im-
pact of a disaster or even turn it into a success, and
vice versa. Communication alone can artificially
create a crisis. A good example is the oil crisis that
arose in Germany in 1973. Demand increased rap-
idly and, at the same time, oil prices soared above
their usual highs. However, this crisis had no factu-
al basis. The initial impetus for the crisis was me-
dia reports that Germany had insufficient oil sup-
plies. Despite the fact that both politicians and the
oil companies clearly refuted this information and
described it as a lie, the media continued to dis-
seminate information and constantly preparing
people for the crisis, which eventually arose. Be-
cause the information about the shortage triggered
increased demand — companies that depend on oil

to produce their products bought up supplies, and
s0, in fact, the crisis became a reality. Demand was
so huge that stocks were running low, and prices
went to all-time highs (McCombs, 2009, p. 54)

Communication can work the same magic in a
corporate setting. It can motivate but also frustrate
people, it can lead but it can also cause chaos and
loss. Meanwhile, reality is sometimes not at all rel-
evant because “the real crisis is not what happened
but what people think happened, the crucial infor-
mation is not what the organization thinks should
be voiced but what the public or employees expect,
and the most trust is given to the person who
comes out with the information first (Vymétal,
2008, p. 287).

In today’s rapidly changing environment, where
the introduction of new technologies in companies
is quite commonplace, where teams increasingly
work remotely and employees each have their own
flexible schedule, where employers are challenged
by the completely different expectations of Gener-
ation Z, communication is one of the essential in-
gredients for business success. In our research, we
will focus on internal communication, which ex-
perts believe will become increasingly important.

-
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As recently as 2012, the European Communication
Monitor (a survey conducted annually in many Eu-
ropean countries by the European Association for
Public Relations Education and Research in collab-
oration with the European Communication Direc-
tors Association and Communication Director
Magazine) reported that two of the disciplines or
areas of practice that respondents expect to be-
come more important in the future are internal
communication and crisis communication (Jo-
hansen et al., 2012). In the same year, the Associa-
tion of Internal Communications (AICO) conduct-
ed a survey in Slovakia, asking companies how
much importance they placed on internal commu-
nications — a significant one. Up to 97 percent of
business, owners and managers were convinced of
its necessity. However, only 5 percent of them had
specialists or departments dedicated to internal
communication (Kariéra Info, 2012).

In the theoretical part of the thesis, we discuss
the problems of the changing environment, the re-
lated crisis situations, and internal communication
as a tool to cope with these situations. In the em-
pirical part, we compare whether the perception of
the importance of internal communication in rela-
tion to economic performance has changed over
the last 10 years, what percentage of firms have
separate specialists or departments for internal
communication, and what importance they attach
to employee awareness in times of crisis in the firm.

2. Communication as a determinant
of the compnay’s existence

Sociology defines communication as the process
by which certain information is communicated
and received. It is one of the conditions for the ex-
istence of society (Kollarik et al., 2008). While so-
ciology defines society as an association of people,
we can equally define the role of communication
in a company environment. However, it is not only
about the simple transmission of information.
Communication was originally defined much more
socially, or even communally, derived from the

word “communicare” — “to make something com-
mon, to share something together.” So it’s not just
about the flow of information, but sharing in an ac-
tivity in mutual contact. Experts attribute great
power to communication, defining it as “the life-
giving sap without which an organization could
not function” (Jablin, 2001, p. 51-56). Vybiral adds
another ingredient to the function of communica-
tion, namely, emotion: ‘it can arouse, provoke, ini-
tiate, and enthral, and slow down the other in their
determination. It can convince of the truth and
credibly spread falsehood (Vybiral, 2000, p. 34).”
Its impact on employee productivity is important.
“All behaviour is communication, and all commu-
nication affects the behaviour of an individual,
group or community, not only when it is actively
taking place, but also when it is completely ab-
sent” (Szarkovd et. al., 2004, p. 52) and in this way
also on the business outcome itself. Communica-
tion is one of the most common reasons for em-
ployee attrition and performance decline. Poor or
inadequate feedback from supervisors is the rea-
son for the decline in employee performance in up
to 60 percent of cases. Why are not employees do-
ing what they should be doing? Because they don’t
know WHAT is required of them, they don’t know
HOW they should do it, they don’t know WHY they
should do it, they think they are already doing it,
they think your way won’t work anyway and that
their way of doing the task is better (Branham,
2009, pp. 84-95). One can hardly argue through
the usual formal means of internal communication
in case of such doubts, making getting and re-
sponding to feedback a key ingredient.

Hence, it is crucial that the top managements of
firms fully recognise that their bottom line is equal-
ly affected by external and internal communica-
tion, both in terms of content and process. It is nat-
ural for executives to pay close attention to
communication with the market or with specific
customers and partners. Executives place great im-
portance on marketers being trained in sales and
customer communication, as well as having regu-
lar advertising or PR campaigns. Do they pay equal



attention to whether employees know exactly what
to do, how to do it and why they should do it? The
literature and studies show that they do not, and at
the same time, executives are often surprised that
a particular deal has failed, that a marketing cam-
paign has failed or that its direction did not match
management’s original expectations. Why? The re-
sults appears to be due a failure in internal com-
munication, the target definition has apparently
failed to be precise, or because the management
failed to define to accurately define their expecta-
tions, or due to a failure to communicate what
tools needed to be used in the campaign. While the
senior management typically has the capacity to
properly evaluate the negative outcome, they often
fail to recognize a failure of internal communica-
tion, either at the vertical or horizontal level,
which has negatively impacted the outcome of the
campaign, which in turn negatively affected the
company’s bottom line. While people cannot read
each other’s minds, internal communication pre-
sents itself as the solution to this problem.

2.1 The key position of internal
communication within a company

Internal communication is most often defined as
the transmission of information within the internal
structures of an organisation “involving commu-
nication between individual employees and man-
agement, across the entire internal structure, re-
gardless of department or position within the
organisation” (Heide, Simonsson, 2019, p. 166).
This is its core function. In addition to enabling
employees to exchange the necessary information
about the organisation’s tasks and goals, how to
achieve them and what their ongoing performance
is, it also enables a change of attitudes and helps to
find new solutions and procedures in terms of the
set goals. Feedback plays an important role in this
process, since proper communication presupposes
knowledge of what is going on in people’s minds
and how their attitudes are evolving, for example
towards change (Vymeétal, 2008, p. 263).

In terms of communication channels, there is a
consensus on the division of communication in an
organisation into top-down, bottom-up, horizon-
tal, diagonal, formal and informal. Descending, i.e.
directed from the management downwards — cir-
culars, orders, directives, regulations — is the most
widely used. It is a good way to implement the in-
structional function of internal communication.
The ascending form, on the other hand, is directed
from the bottom up, is more demanding, but pro-
vides us with valuable feedback. This is particular-
ly the case in meetings or meetings with manage-
ment. It rarely arises spontaneously, so it must be
supported by management (Szarkovd et al., 2002,
pp. 91-93).

It is feedback that tends to be a stumbling
block. In 2011, Mazzei and Ravazzani (2011,
pp. 243-254) investigated the perception of inter-
nal communication in times of crisis in an organi-
zation. They surveyed managers and employees of
61 companies and found that the same reality was
perceived quite differently by each party, and it
was the feedback loop where the disparities arose.
Company managers were satisfied with themselves
and confident that they were conducting timely,
truthful, and complete internal communication
and were using a rich mix of official channels (or-
ganizational journals, emails, and formal meet-
ings). Staff complained about the lack of listening
and clarity of messages by supervisors, disliked hi-
erarchical, formal communication and interpreted
it as a way of avoiding interpersonal discussion
about the ambiguous and more complex aspects of
a given situation. So, while managers did every-
thing they were formally supposed to do — sending
emails with tasks, announcing in meetings what
needed to be done and how, sharing information
through company periodicals, employees still felt
that their voice was not being heard. This was
mainly because they did not have the opportunity
to talk informally with their supervisors about
whether they had understood the assignments and
information correctly, or to share their concerns
and expectations. The need for feedback is one of
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the four basic needs that employees need to have
met (Branham, 2009, p. 32).

The division of internal communication into
formal and informal also deserves attention. While
descending is the typical form of formal communi-
cation, informal is made up of chance encounters,
personal contacts between employees. It is as sig-
nificant as formal communication. It may even
have more power, as colleagues tend to be more
trusted by employees, and allows not only for the
spread of verified information, but also rumours
and gossip, which can significantly affect the or-
ganization’s activities. Eliminating this type of
communication can be done only by informing
employees in a timely and convincing manner
(Vymeétal 2008). According to several studies, in-
ternal communication plays a crucial role in any
company, and to reap its benefits, and implement
it effectively, an internal communication specialist
should be a member of the top management
(Smith, Mounter 2008). Therefore, we investigated
whether Slovak companies even have teams or spe-
cialists who are specifically dedicated to internal
communication.

2.2 The reasons for the emergence
of a crisis within a company

The term crisis can be used to describe all situa-
tions in which something changes dramatically,
and this change is accompanied by negative emo-
tions (Spatenkovd, 2004). There is a myriad of rea-
sons for the emergence of a crisis, such as: a tech-
nological problem, a faulty product, personnel
problems, legal problems, an ecological disaster,
and an infinite number of other possibilities of
what can go wrong or fail. In this paper, we will fo-
cus mainly on the crisis that is foreseeable, which
is related to the upcoming changes in the compa-
ny.

Resistance to change and the associated nega-
tive emotions can be a powerful factor that can
turn even a technical management operation, a
process change, or the introduction of a new infor-

mation system into a crisis. It can even be a posi-
tive change that contributes to greater efficiency
and even simplification of employees’ work, how-
ever, it is always a process of adaptation. It is a step
into the unknown that is associated with resistance
(Kadérovd, 2012). According to the survey, em-
ployees are most concerned about the introduction
of new technologies and related changes, the col-
lapse of the computer network, or the loss of data
files (Chalupa, 2012, p. 83). Thus, crises can occur
as a result of a simple or small managerial error, a
wrong decision, or a technology failure (Fill, Turn-
bull, 2016). Up to 83 percent of all planned chang-
es in companies fail due to passive attitudes of em-
ployees who failed to understand their meaning
and therefore boycotted the change (Vymeétal,
2008, p. 267). Thus, the crisis is not just some dis-
tant and hardly imaginable situation. You can easi-
ly get into a crisis through dissatisfied employees
or customers (Chalupa, 2008, p. 28).

After identifying the first signs of a crisis, we
switch the form of communication to crisis com-
munication. We define it as specialized communi-
cation of a company or organization when its sta-
bility, security, or reputation is threatened by a
crisis event (Ftorek, 2012, p. 121). In her research,
Genciova (2020, p. 15) confirms the function of cri-
sis communication as a factor that can neutralize,
minimize, or even solve the problem that arises.
According to Szarkovd et al. (2002, p. 17), the aim
of crisis communication is to manage a crisis event
so that it does not attract attention and does not
cause panic, assigning the following characteristic
symptoms to the crisis: gradual replacement of for-
mal information sources by informal and obscured
information sources, gradual loss of control over
information and the communication process, pen-
etration of unverified information, speculations
and rumours into communication processes, in-
crease in emotions and moods, and distortion of
feedback. She states that in a crisis, informal com-
munication sources and networks can account for
up to 80 per cent of information, so they need to be
identified and controlled for as soon as possible.



Basically, it can be said that one of the key rea-
sons for the crisis is the crisis of motivation on the
part of employees. It is not a crisis stemming from
lack of technical skills or lack of expertise related
to a particular project or a particular reform, it is a
crisis of motivation and positive attitude towards
changes defined by the managers. Why does such
a crisis of motivation arise in employees? Shouldn’t
it? After all, it is their job, they are paid for it, so
why are they demotivated or poorly motivated to
implement change? Typically, because they do not
feel that their views and comments on the actual
content of the change or the change process are
sufficiently considered. Employees may feel that
they are performing tasks instead of feeling that
they are the agents of change themselves, which
would increase their level of motivation. A tool that
achieves a change in the employee’s feeling from
being an implementer to a change agent is feed-
back. Only feedback that is heard and considered
can be considered effective feedback, a key tool for
eliminating a crisis of motivation and ultimately
the crisis in the company’s economic performance.

2.3 Employees and crisis

Employees are an overlooked crisis communica-
tions group, yet they are the ones who should be
informed first, only then followed by journalists.
The order is since a crisis creates uncertainty, and
this affects performance and employee morale, ex-
plaining why it is important to communicate open-
ly, with the possibility, and encouragement of
feedback. Thus, while satisfied employees and in-
formed employees defend the company, dissatis-
fied employees, or uninformed employees, on the
contrary, spread negative information and senti-
ments further, either among clients or to the media
(Chalupa, 2012, p. 134). Internal communication is
considered the least researched area of crisis com-
munication. In the United States, they conducted
an experimental study with 640 employees to in-
vestigate the effects on employees if the company
communicates with them as a priority during a cri-

sis, i.e. if they are the first to know what the situa-
tion is, what has happened and what the company
is going to do next. They found that this approach
had a positive impact on employees’ relationship
with the firm and even led to supportive employee
behaviour towards external publics. Thus, employ-
ees tended to defend the firm from external attacks
when they felt they were part of the process (Kim
et al., 2019). Along with the influx of information,
it is essential to create and implement guidelines
that specify the permitted and prohibited behav-
iours of employees in times of crisis, in addition to
training them on how to respond to questions they
may receive from all affected stakeholders. Thus,
helping them to cope with the onslaught of ques-
tions from clients, the media, the public or activ-
ists, for example (Jiang, 2015).

How do employees behave in a crisis? Like any
human being, they need reassurance in uncertain
times. They need to know what is happening and
what will happen. Simply put, they need informa-
tion. Where do they look for it? In his study, Koch-
har (2014) identified three key sources of informa-
tion for employees in times of crisis — the internet,
the intranet, and conversations with colleagues.
That is, there is one external source over which the
employer has no control — the internet, one formal
channel over which the company has full control —
the intranet, and one informal source — conversa-
tions with colleagues — over which the company
has only partial control, and that is the provision of
sufficient, clear and timely information, the collec-
tion of feedback, its evaluation and subsequent re-
sponse. Only then can the company hope for a pos-
itive effect from this informal channel. Studying 14
companies in crisis, Kochhar found that if internal
communication is transparent and prompt, em-
ployees do not seek information externally. Al-
though the mass media is still an important source
of information, internal communication helps em-
ployees to better navigate issues instead of relying
on media content, which, in addition to adequate
information influences internal discussions. Col-
leagues are then perceived as an important source
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of information and support during a critical situa-
tion. They act as a unifying element and a way to
cope with the situation. If they have access to in-
formation, these internal discussions can be posi-
tive, free from rumours and conjecture. The study
suggests that the negative effects of media infor-
mation on employees vary depending on the level
of organizational identification of employees. Em-
ployees with high organizational identification
show emotional reactions such as helplessness or
shame and tend to defend their employer. While
employees with low organizational identification
do not care about the organization or the critical
situation. Thus, a better-informed employee who,
because of good internal communication, feels
that he or she is part of a team will be better able to
handle a crisis situation and will be more inclined
to defend his or her employer. Therefore, open and
constant internal communication with employees
is essential for success (Kochhar, 2014).

Any crisis necessitates a separation of formal
and informal intra-organisational information
flows, both of which need to be controlled, but
also complemented with appropriate information.
At the first signs of a crisis, informal communica-
tion flows should be the first to be activated, as
they are preferred by employees. Even under nor-
mal conditions, employees tend to mix conjecture
with reality, and this is exacerbated in a crisis.
Therefore, if these signals go unnoticed, the
amount of uncontrolled, emotionally distorted in-

formation and conjecture can become an obstacle
to managing the crisis. Rumours are probably the
most dangerous kind of informal communication
in a company, spreading very quickly, while also
being very difficult to identify, thus requiring effec-
tive strategies to mitigate its effects. Vymétal sug-
gests that the only way to combat them is to pre-
vent them with proper communication or to set
them straight and act quickly before the rumour is
widespread (Vymeétal, 2008, p. 167).

In times of crisis, or at the first signs of a crisis,
the management of a company has an even strong-
er tendency to deal with the external manifesta-
tions of the crisis first. These external manifesta-
tions of the crisis can be thought of as intrusive
and unpleasant questions from journalists, un-
pleasant questions from customers and partners,
which increase the pressure on the whole compa-
ny and on the company’s management. It is pre-
cisely in these critical situations that management
must realise very quickly that reactions for the ex-
ternal environment must wait; the key is to calm
the crisis inside the company, with the employees.
It is essential to immediately start communicating
the reasons and consequences of the crisis very
clearly to the employees, to increase their sense of
belonging to the company and thus avoid adding
fuel to the fire in the external manifestation of the
crisis. If the company’s management manages to
achieve, through timely and factually correct inter-
nal communication, both the reassurance of the

In times of crisis, or at the first signs of a crisis, the management of a company
has an even stronger tendency to deal with the external manifestations of the
crisis first. These external manifestations of the crisis can be thought of as in-
trusive and unpleasant questions from journalists, unpleasant questions from
customers and partners, which increase the pressure on the whole company
and on the company’s management. It is precisely in these critical situations
that management must realise very quickly that reactions for the external en-
vironment must wait; the key is to calm the crisis inside the company, with the

employees.



employees and the feeling that the employees and
the company’s management are in the same boat
and that everyone is concerned with saving the
company’s reputation, a large part of the problem
of the whole crisis is thus averted. Consequently,
the company management can communicate with
much greater confidence to the external environ-
ment and try to eliminate the consequences of the
crisis as much as possible. In times of internal cri-
sis communication is also likewise essential that
the management achieves a feel within the compa-
ny, as if that the hierarchical differences in the
company have been erased, that we are all dealing
with identical problem and all of us are equally
concerned, which helps to increase the feeling of
employees’ involvement in solving the crisis in the
company. Consequently, employee that have been
properly integrated will naturally prevent uncer-
tainty and crises from growing in the external envi-
ronment of the company as well.

3. Methodology and results of survey

In the theoretical part of the presented article, we
focused on the study of academic literature, work-
ing with articles from scientific and academic jour-
nals, sources from online academic databases and
monographs. In the empirical part, we used the
questionnaire method and the method of compar-
ative analysis. We selected 120 companies, as we
wanted to reach a sample of at least 60 companies,
approximating a 50 percent return rate of the ques-
tionnaire. The main criterion for choosing a com-
pany was the number of employees, so that the
need for internal communication was sufficiently
relevant. We therefore focused on medium-sized
companies with 100-500 employees. The selected
companies operate in the following areas: financial
consulting, automotive, auditing, healthcare, tour-
ism, IT sector and real estate and development, to-
bacco industry, telecommunications. This is a rela-
tively broad scope of the focus of companies, but
we started from the assumption that there is no
specific industry that would be immune to crisis.

Through a telephone inquiry, we contacted the
persons responsible for the communication of the
companies in question. If the company did not
have such a position, we directly approached the
owners or managers of the companies. We con-
ducted the survey on 22. 1. 2024-23. 1. 2024. We
received 63 relevant responses from 120 compa-
nies.

The survey was composed of three questions.
Our aim was, first, to find out whether the compa-
ny’s management thinks that informed employees
can contribute to the positive economic results of
the company. We deliberately asked only about the
instructional function of internal communication,
i.e. whether the mere fact that an employee has the
information they need to perform their job has a
positive effect on the company. Respondents had
3 options to choose from: yes, no, and partially. We
were further interested in this data for the purpos-
es of comparative analysis, wanting to compare the
results with the AICO survey from 2012 (men-
tioned in the introduction of the paper) in order to
find out if the perception of the importance of in-
ternal communication has changed.

The second question asked whether the compa-
ny has a specialist (or a team) dedicated exclusive-
ly to internal communication and, if not, how it
communicates with its employees. There were
3 options to choose from: yes, we have a specialist
for internal communication; we do not have a spe-
cialist or a department, but we try to communicate
through formal channels or online platforms; and
the last option was we don’t have one, we rely on
the transmission of information by email, or the
employees learn everything at a meeting with a su-
perior.

Since in the theoretical part we dealt with the
phenomenon of more and more frequent changes
and the related threat of crisis and crisis communi-
cation, we found out with whom the company
communicates in a crisis as a matter of priority,
while we aimed to find out where the employees
are in this ranking. There were three possible an-
swers to the question: first we inform the employ-
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ees; we inform the external and internal environ-
ment at the same time; and the last option was: we
do not communicate; we solve the problem.

In the survey, we found that up to 51 out of
63 company representatives think that informed
employees can positively influence the company’s
economic output. Nine of them said that this effect
is only partial and 3 said that this factor has no ef-
fect on the company’s results. Looking at the find-
ings of the AICO survey, in 2012, 97 percent of
company representatives were convinced of the
importance of internal communication. Our sur-
vey showed that almost 81 percent were clearly
convinced. If we were to include the “partially” re-
sponses, we would get a number of 95 percent who
are convinced that internal communication has a
positive or partially positive effect on economic
output, which is only a very slight decrease com-
pared to the results from 2012. Out of 63 compa-
nies, 23 have a separate specialist or internal com-
munication department. 23 companies do not
particularly focus on internal communication but
try to communicate through formal communica-
tion channels or various online platforms. 17 com-
panies do not deal with internal communication at
all and rely on the fact that employees learn every-
thing they need through email and at meetings.
This means that 36 percent of companies have a
department or dedicated person designated exclu-
sively for internal communication. Compared to
2012, when it was only 5 percent, this is a signifi-
cant increase. According to our findings, the same
number of companies communicate using formal
communication channels such as company news-
letters, intranet, email or online platforms. 17 com-
panies, i.e. almost 27 percent, do not pay any atten-
tion to internal communication. They disseminate
information in the company by email or inform at
meetings. And finally, with whom do companies
primarily communicate in times of crisis? 21 com-
panies, 33 percent, inform their employees first.
20 respondents stated that they do not prioritize
employees in any way, they inform the external
environment and possibly employees alongside

them. Such an approach is preferred by 31 percent
of respondents. As many as 22 managers of the
surveyed companies do not pay any attention to
communication and focus only on solving the
problem, which is almost 35 percent.

4. Conclusions

In the theoretical part of this study, we examined
the status of internal communication in firms.
While nowadays it is almost unimaginable for a
company not to have a communication depart-
ment, it is often the case that the companies con-
flate the term ‘communication’ with external com-
munication, which is, however, only one of the two
key communication areas in a company. From the
empirical part of the study, it is evident that inter-
nal communication is still being addressed by
firms today with significantly less attention than to
external communication. The research showed a
discrepancy in that 95% of the firms surveyed, al-
though they believe that an informed employee
has a positive impact on the company’s bottom
line, only 36% companies have an internal com-
munications department or a dedicated internal
communications specialist. At the same time, the
survey showed that 27% of the surveyed compa-
nies do not devote no attention to internal commu-
nication and at the same time another 36% do not
pay special attention to internal communication
and communicate with employees only through
formal communication channels. This means that
up to 63% of the surveyed companies do not pay
sufficient attention to internal communication.
Hence the recommendation to eliminate the dis-
crepancy between the fact that companies are fully
aware of the importance of informed employees
but fail to devote sufficient attention to employees
to be informed. A simple and graspable recom-
mendation for company managements is to posi-
tion organizational and procedural internal com-
munication on the same level of importance as
external communication. When achieved, the next
order of business should be the quality and timeli-



ness of communication with employees. Regarding
quality, companies should address feedback from
employees and perceive it not only in terms of con-
tent but also in terms of its accompanying emo-
tion. Only an employee who feels that he or she is
an agent of change in the company, or a co-author
of success is beneficial to the company. Internal
communication is even more important in times of
crisis, especially in regarding its timeliness and ad-
dressability. Only 33% of firms reported that they
communicate about the crisis to their employees
first, and a total of 66% of surveyed firms said that
they either do not prioritize the employees in in-

Appendices

forming about the crisis in relation to the external
environment or do not address communicating the
crisis at all and only focus on mitigating the effects
of the crisis itself. However, uninformed employ-
ees only exacerbate the crisis in the external envi-
ronment because they themselves are concerned
about their jobs or are increasingly insecure about
the impact of the crisis on their employment. A
crucial recommendation for company manage-
ments is to communicate the crisis at its outset
with employees first, to allow them to become co-
solvers of the crisis instead of exacerbating the cri-
sis by uncontrolled public communication.

Table 1 » Can informed employees contribute to the positive economic results of the company?

Yes, they can. 81%
No, they do not. 5%
Partially, they might. 14%

Table 2 » Does the company have a specialist (or a team) dedicated exclusively to internal communi-
cation and, if not, how does it communicate with its employees.

Has a specialist/department dedicated to internal communication 36%

Has no interest in internal communication, utilizes emails and meeting only. 27%

No specialist or department but utilizes formal channels. 36%
Table 3 » With whom the company communicates in a crisis as a matter of priority?

Employees are given priority. 33%

Communicate with external environment first, employees might be informed simultaneously. 31%

Focus on only solving the crisis. 35%
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ABSTRACT

The presented study deals with the level of attention and relevance that companies in Slovakia pay to corpo-
rate communication in the internal environment. The purpose of the study is to map the attitude of the pri-
vate sector to internal communication in times of crisis. At the same time, the authors deal with the issues
of the position of internal communication within the organizational structure of private companies, as well
as their readiness for possible crisis situations in which it is necessary to implement crisis communication
strategies. Based on the stated intentions, the aim of the research is to determine the degree of effectiveness
of crisis commaunication in crisis situations that arise in the internal environment of companies. In relation
to the formulated goal and its fulfilment, the authors chose a questionnaire survey and a relevant research
sample through predetermined criteria. In quantitative terms, there are sixty-three medium-sized companies
with between 100 and 500 employees.
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1. Introduction

Economists studying the business environment
have long been investigating the position of com-
panies on the market and their ability to maintain
themselves in the face of ever-greater and stronger
competition. Based on knowledge obtained by ex-
amining individual phenomena manifesting in the
market, they realized that for a company to be able
to stay on the market, it must be something unique
that differentiates it from other competitors. They
called this uniqueness a competitive advantage,
which gives the company a certain advantage and
thus allows it to gain a better position on the mar-
ket and thus outrun its competitors. Recently,
however, we have increasingly come across the
term “startup”, which by its very nature defies the
classic definition of a business, and its concept
also completely defies the existing business mod-
el. A startup is also often considered a disruptor of
concepts, as its innovative ideas were often the re-
sult of the demise of old structures and the begin-
ning of technical or industrial revolutions. Al-
though we could assume that its innovativeness is
the basis of its competitiveness against other busi-
ness entities, this is not always the case, as startup
statistics also point out that the mortality rate of
startups is at the level of 90%, which indicates that
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only 1 out of 10 startups make it to the market.
That is why we were interested in it. The main goal
of the article is to evaluate what the competitive
advantage of startups from the experts’ overview is
and how they perceive their competitiveness. The
method to reach the paper’s objective and obtain
an answer to this question, as Kondrla et al. (2023)
say, is crucial to identify what is significant to us
and distinguish what is significant from irrelevant.
Based on this principle we analysed several scien-
tific and professional documents, analyses, stud-
ies, and statistics dealing with this issue and used
their comparison to synthesize the knowledge
gained within the given paper. The comparative
analyses, we used in creating this article, helped us
obtain a better overview of this problem and
helped us to pinpoint the most relevant data,
which we used in the final synthesis by creating
the final version of this paper.

2. Competitiveness and competitive
advantage as an important part of doing
business

When we speak about entrepreneurship or doing
business, for every business operating in a market
it is important to have a good market position and
to have something “other”, that helps the company



beat the competition. We consider this to be a com-
petitive advantage, which some authors see as a
part of competitiveness, that allows a company to
differentiate itself from its competition and im-
prove its position in the market. To better under-
stand the concept of competitive advantage and
competitiveness we need to find out the attitude of
experts and their perception of these terms.

When we talk about competitiveness we mean
the competence of an organization or country to
produce and sell products/services that meet the
quality of the markets at the same or lower prices
and maximize returns on the resources consumed
in producing them (Maravilhas et al., 2019; Mara-
vilhas, 2015). Based on Louati (2018) competitive-
ness is the ability of a firm to offer, in relation to its
competitors, products of higher value at equal or
lower cost and to build competitive positions that
enable superior economic performance. It is also
the ability and performance of a firm, to sell and
supply goods and services in a given market, in re-
lation to the ability of other firms or countries
(Hernandez et al., 2015). Saha et al (2019) relate
competitiveness to organizational effectiveness de-
termined by the managerial and operational
growth of an organization that satisfies the fulfill-
ment of organizational performance development
requirements. Competitiveness is also seen as a ca-
pacity to compete and in the business field, it is
considered the capacity of a company to obtain
profitability in the market compared to its other
competitors (Martinez-Azda, Martin-Vegas, 2019)
and also as an organization’s ability to deliver val-
ue and quality through their products or services
(Aburto-De La Llave et al., 2022). Competitiveness
in business can be divided into two areas: Price
competitiveness and Structural competitiveness
(Indeed, 2024). Strukelj et al. (2019) see competi-
tiveness as the way to achieve the organization’s
advantage over other competitors. On the other
side Polo (2021) sees competitiveness as the posi-
tion of superiority in the market in which the com-
petitive advantage is taken advantage of.

As we have seen by Polo (2021) some authors

consider the competitive advantage as an integral
part of competitiveness. Competitive advantage is
also a term frequently used in business contexts
and is typically what drives superior profits, better
product sales, and the continuous ability to inno-
vate. Companies with strong competitive advan-
tages are the best positioned to succeed within
their industries and generally can fend off rivals
more easily than others. Some of the most com-
mon factors influencing competitive advantage in-
clude cost control, product differentiation, and
customer service (Swenson, 2022).

Peterdy (2023) sees competitive advantage as
something that cannot be easily replicated and is
exclusive to a company or business. This value is
created internally and is what sets the business
apart from its competition. It refers also to the
ways that a company can produce goods or deliver
services better than its competitors. It allows a
company to achieve superior margins and generate
value for the company and its shareholders.

Having a competitive advantage can create
greater value for a company and its shareholders
because of certain strengths it has when compared
to its competition. A consistent competitive advan-
tage can help companies continue to be the market
leaders in their industries. In any business, a com-
petitive advantage can lead to better profit margins
and market control. There are six types of compet-
itive advantage the company can make use of:

1. Differential.

2. Cost-leading.

3. Market-focused.

4. Brand.

5. Network.

6. Resource (Indeed Editorial Team, 2022).

Based on Twin (2023) competitive advantage
refers to factors that allow a company to produce
goods or services better or more cheaply than its ri-
vals. These factors allow the productive entity to
generate more sales or superior margins compared
to its market rivals. Competitive advantages are at-
tributed to a variety of factors including cost struc-
ture, branding, the quality of product offerings, the
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distribution network, intellectual property, and
customer service. It also generates greater value
for a firm and its shareholders because of certain
strengths or conditions. The more sustainable the
competitive advantage, the more difficult it is for
competitors to neutralize the advantage. The two
main types of competitive advantages are compar-
ative advantage and differential advantage.
Competitive advantage is the favorable position
an organization seeks to be more profitable than
its rivals. To gain and maintain a competitive ad-
vantage, an organization must demonstrate a
greater comparative or differential value than its
competitors and convey that information to its de-
sired target market. Bdc.ca (2023) considers a
competitive advantage as anything that gives a
company an edge over its competitors, helping it
attract more customers and grow its market share,
and recognizes three primary forms of competitive
advantage:
1. Cost advantage-producing a product or provid-
ing a service at a lower cost than competitors
2. Offer advantage-differentiating a product by
adding features that are highly valued by cus-
tomers

Figure 1 » Examples of competitive advantage

Gaining exclusive access to
proprietary technologies

Recognition of brand image

Offering unique products
or services

Source: WallStreetMojo Team (2023)

Competetive
advantage
(examples)

3. Niche advantage-serving a specific segment of
the market better than anyone else.

They also suggest that today’s companies must
make themselves more flexible so they can adapt
quickly to competitive forces because digital tech-
nology is the reason why are competitive advan-
tages becoming increasingly short-lived.

Amadeo (2022) points out, that competitive ad-
vantage is what makes an entity’s goods or servic-
es superior to all of a customer’s other choices. To
create a competitive advantage, a business must
provide a clear benefit to its target market that’s
better than what the competition offers.

The interpretation of competitive advantage by
the WallStreetMojo Team (2023) refers to an ad-
vantage availed by a company that has remained
successful in outdoing its competitors belonging to
the same industry by using different and innova-
tive strategies. They are also convinced that com-
petitive business advantage is not something that
can be vested. Rather it can only be earned through
the hard work, dedication, and ethical perfor-
mance of an organization.

As we can see in Figure 1, the WallStreetMojo
Team (2023) sees the competitive advantage of

High skilled workforce

Gaining exclusive access to
new technologies

Cost leadership strategy




Figure 2 » The seven main types of competitive advantage

Cost Diferentation Focus
advantage advantage advantage
Speed Competetive Geographic
advantage advantage advantage

Innovation
advantage

Costumer service
advantage

Source: Profit.co (2023)

companies in using better designs and implement-
ing effective strategies that allow the same in offer-
ing quality goods or services, quoting reasonable
prices to its customers, maximizing the wealth of
its stakeholders and so on and as a result of which
the company can, for example, make more profits,
build a positive brand reputation, make more
sales, maximize return on assets and other.

Competitive advantage separates a surviving
business from a thriving one, but the source can
change from sector to sector and company to com-
pany. Competitive advantage isn’t just about hav-
ing a product another company doesn’t. There are
different types of competitive advantages that a
business can use to get the upper hand, including:
1. Differentiation;

2. Cost leadership;
3. Focus (airfocus.com, 2023).

Competitive advantage is the capability the
company has over competitors to create value for
customers and creating a competitive advantage is
a long process, starting from the very beginning of
forming the company’s culture, mission, and vi-
sion. The strategy of every company may be differ-
ent, but each decision the company makes and fea-

ture it defines aims to achieve a competitive
advantage (Yildirim, 2023).

Profit.co (2023) defines competitive advantage
as a collection of the unique qualities and attrib-
utes of a business or an organization that enables it
to outperform its competitors, make customers
choose its offerings over the competing products/
services, and win a more significant market share.
A competitive advantage allows the organization to
sustain and grow in an aggressive market. Stand-
ing out is imperative, and the seven types of com-
petitive advantage, characterized by them and
which we can see in the next Figure, allow individ-
uality and value for any organization.

As we can see competitiveness and competitive
advantage are properties, or the company’s ability
to use its resources to improve its position in the
market and to use them to surpass its competitors
and at the same time offer its customers better
products or services under more favorable condi-
tions, or at a better price than competing firms op-
erating in the same market as the firm applying its
competitive advantage.
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Figure 3 » 5 Key Characteristics of a Startup

1.
Focuses
on growth

More than one
person

3.
No more than
500 wmloyees

4.
Works with
technology

5
Innovative

Source: TheHub.io (2022)

3. Startups as an integral part
of the business

Nowadays we can say, that the word “startup” is
the most used word and a new trend in the busi-
ness world. Based on statistics there are over 150
million startups in the world and even if the failure
rate of startups is 90% globally, 50 million new
startups are emerging every year. The biggest chal-
lenge faced by startups nowadays is finding a real
problem and on average, it takes 2-3 years for start-
ups to make a profit. By the nearest look at start-
ups, we can also say that 61% of Startups offer B2B
solutions, while only 39% of Startups offer B2C so-
lutions globally and 60% of startups begin at home
(Shewale, 2023). To better understand the compet-
itive advantage of startups, first, we need to take a
closer look at startups and their position in the
business field among other enterprises operating
in the markets.

For some of us is the word “startup” something
new, so it is very important at the beginning to
identify its meaning. As TheHub.io (2022) states
the term “startup” was originally coined in the ear-
ly tech revolution in the 1970s, referring to a new
breed of small companies with astonishing growth
potential. “Startup” however became a popular
term in the 1990s and early 2000s business boom
with brands like Microsoft or Apple scaling up at a

faster pace than ever seen before. They also define
5 key characteristics of a startup, as we can see in
the next Figure.

Another definition of this term says that “start-
up” refers to a young company that has often been
newly founded with little initial capital. It is in the
initial or start-up phase and has not yet established
itself in the market. The goal of the startup is there-
fore to grow as quickly as possible (Einsteig, 2022).

According to FranchisePortal (2020), startups
are young businesses that are based on an innova-
tive business model with high growth potential.
Most of them were created only a few months or
years ago or are still in the initial phase. They are
initially financed with seed capital and then seek
additional sources of external capital for expan-
sion, such as venture capital, fundraising, or busi-
ness angels. They often enter emerging markets or
create entirely new markets by implementing and
optimizing scalable business models. This confirm
Mura and Buleca (2012) by mentioning, that each
enterprise needs its financial sources for its activi-
ty. But many companies by the medium of self-fi-
nancing cannot ensure the trouble-free running of
the business and they are using various forms of
external resources for settlement.

Based on Grant (2022) startups are companies
or ventures that are focused on a single product or
service that the founders want to bring to market.



These companies typically don’t have a fully devel-
oped business model and, more crucially, lack ad-
equate capital to move on to the next phase of busi-
ness. Most of these companies are initially funded
by their founders.

On the other hand, Baldridge (2022) sees start-
ups as businesses that want to disrupt industries
and change the world—and do it all at scale. Start-
up founders dream of giving society something it
needs but hasn’t created yet—generating eye-pop-
ping valuations that lead to an initial public offer-
ing (IPO) and an astronomical return on invest-
ment.

As we have seen in the definitions above and
also in other various definitions, many experts de-
fine a startup as a young company with a business
model that supports innovation, they are also lean
in their operations and focus on rapid growth in
the very beginning. They provide products with
widespread appeal that either don’t exist yet, or
solve a problem better than the options currently
available (TRUiC Team, 2023). As we can see in the
next Figure, the TRUIC Team (2023) also defines
some common characteristics of startup and they
also refer to the implication that “startup” is not a
permanent phase for any business — nor does it
solely refer to companies in the tech sphere. It’s a
vital, early stage of the business life cycle, and can
refer to virtually any industry.

This opinion is also followed by SendPulse.com
(2023) which defines a startup as a young compa-

ny established by one or more entrepreneurs to
create unique and irreplaceable products or servic-
es. It aims at bringing innovation and building ide-
as quickly.

Pahwa (2023) also differentiates startups from
traditional firms by its innovation, creativity, and
agile approach to growth. He also sees a startup as
a high-growth-fueled business in its early stages,
typically characterized by high uncertainty and
risk.

Based on Sanesi (2021) for startups, it is impor-
tant to be a part of an ecosystem because startup
ecosystems are very important frameworks and
growth systems to increase engagement with the
startup community and the global network. The
ecosystem is created as a network of resources —
people, investors, institutions, and companies —
that work together to create an environment for
startups to thrive and it can be a physical place or
an online space (Sullivan, 2023).

In essence, we can state that a startup is a
young company in its beginnings, which tries to
bring an innovative idea or product to the market,
which will make it possible to solve an urgent
problem, which will help the development of the
existing market or the creation of a new market.

According to Steve Blank (Renderforest, 2019) a
startup is a “temporary organization designed to
search for a repeatable and scalable business mod-
el”, while a small business runs according to the
fixed business model. For a startup founder, this

Figure 4 » Common characteristics of a startup company

v/ Innovative
v/ Problem solving
v Disruptive
v/ Fast growing
v/ Scalable

v/ Flexible

Source: TRUIC Team (2023)
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Figure 5 » Six Types of Startups by Steve Blank

1. Lifestyle Startups

Self-employed folks, working
for no one, but themselves.
the family.

2. Small Business Startups

Small businesses that run
their own business to feed

3. Scalable Startups

Always search for a repeatible
and scalable business model.

4. Buyable Startups

Their goal is to be sold to a
larger company for cash.
products.

5. Large Company Startups

Innovate or die -forced
to create new innovative

6. Social Startups

They are passionate and
driven to make an impact.

Source: Renderforest, 2019

concept means the following three main functions:

e To provide a vision of a product with a set of
characteristics;

e Create a series of scenarios of the business
model regarding customers, distributions, and
finances of the company.

* Understand, whether the model is the right
one, based on customers’ behavior, as your
model predicts.

He has also defined Six Types of Startups which
we can see in the above Figure and which are:

1. Lifestyle Startups: Self-employed folks.

2. Small Business Startups: Feeding the Family.

3. Scalable Startups: Born to Be Big.

4. Buyable Startups: Born to be bought.

5. Large Company Startups: Innovate or die.

6. Social Startups: Mission — Difference (Render-
forest, 2019).

Even though many statistics regarding startups

(Shewale, 2023) are unfavorable:

e Only 40% of startups are profitable, and 1/3rd
of Startups continue to lose money.

¢ 9 out of 10 startups fail.

e 20% of startups fall apart post the 1-year mark.

* 30% of startups fall apart within the 2-year
mark, while 50% do so within 5 years.

e 70% of startups close within a decade.

e The most common reason for startup failure is

the lack of product demand — 34% of startups

fail due to it.

and it might seem that the interest in the crea-
tion of startups will subside, the reality is different
and the interest in the creation of startups is enor-
mous every year. Some authors see this interest as
launching a startup in an attempt to bring some-
thing new and revolutionary to the market; disrupt
or break the usual business concept and allow the
“rebels” in themselves to express themselves fully,
or fulfill their dreams and offer new, unoverlooked
solutions to existing problems that trouble con-
sumers of existing products or services offered by
established companies.

4. Competitiveness and competitive
advantage of startups

The competitiveness of startups can be, based on
Silva et al. Junior (2022) who agrees with Agarwal
et al. (2013) seen in innovation that is a key factor
for the competitiveness and survival of the startup,
whose main advantage over other players is the
massive use of innovation in product and service
development processes. Shaw (2024) sees the
competition as something positive for a startup be-
cause competition pushes startups to be innova-
tive, focused, and persevering but he also sees the



negatives of competition — rivals make it so much
harder to get more customers and get more sales.
Bachman (2023) also agrees with Shaw’s (2024)
positives of competition for a startup business, but
on the other hand, he knows that too much compe-
tition can also exhaust the business resources (see
Table 1).

As we can from startup statistics see, the failure
rate of startups is very high — 90% globally (just
1 startup out of 10 is successful), to make this risk
lower it is also for startups important to have a
competitive advantage because that can be the dif-
ference between success and failure and as from
FasterCapital (2023a) analyse follows, having a
competitive advantage is essential for any busi-
ness, but its especially important for startups as
they strive to gain a foothold in the market. They
also characterized some of the benefits of having a
competitive advantage in a startup, such as:

1. Increased Profits.

2. Access to resources.

3. Brand Recognition.

4. Long-term Sustainability.
5. Reduced risk.

As we know the unique challenge of startups is
the competition in a market with established busi-
nesses that have greater resources and more expe-
rience. To remain competitive, startups must lever-
age their innovative ideas and quickly adapt to
changes in the marketplace. The best ways how
to maintain a competitive advantage for a startup
is to:

1. Focus on its core competency.
2. Invest in Research and Development.

Table 1 » Pros and Cons of Startup Competition

PROS CONS

Strengthens the market

Utilize digital technologies.

Embrace agility.

Find the right partnerships.

Be open to Feedback (FasterCapital, 2023b).

As VIKO (2021) says competitive advantages
are points that are key to a product’s success and
they are determined by the type of product, but in
general terms some competitive advantages are

o u kW

shared among digital products, such as:
1. Product value and market fit.

2. Know-how and team.

3. Speed and momentum.

4. Capital and funding.

5. Personal relationships.

6. Marketing or advertising.

7. Patents and licensing.

They also see defensibility as a crucial concept
of protecting a company from other competitors
and circumstances. Statistics show that enormous
amounts of new startups are founded every day
and only 10% of them end up being successful.
Competitivity is fiercer than ever and that is why
considering defensive factors may be the differen-
tiating factor to be successful over time. VIKO
(2021) is considering some of the defensive tactics
like Network effects, Economies of scale, and
Brand image.

With this concept agrees also Dutta (2023),
who refers to competitive advantage as a “moat”,
that acts as a barrier to entry for other companies
in the same industry. It provides a startup with a
unique and defensible position, making it difficult
for competitors to replicate its success. Just as a
moat protected castles from invaders in ancient

Potential resource exhaustion

Refines products and elevates services of startup

Possible “copycat” issues

Keeps startup personally motivated

Helps startup learn from others’ experiences

Source: Bachman (2023)
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Figure 6 » Correlation between competitive advantages/defensibility and startup valuation

Competitive
Advantages

Impact / Valuation $

Defensibility

Source: De Toro (2019)

times, a startup moat guards against market dis-
ruptions and imitators. The types of startup moats,
he defines are Intellectual Property, Network Ef-
fects, Economies of Scale, Branding and Customer
Loyalty, and Regulatory and Legal Barriers.

De Toro (2019), agrees also with the defensibil-
ity concept and identifies the moats as Recurring
revenues, Network effects, Switching costs, and
Brand awareness. He also points out the correla-
tion between competitive advantages/defensibility
and startup valuation identified by James Carrier,
which we can see in Figure 7 and where we can see
how the competitive advantages increase the valu-
ation of a startup in a linear way and the defensibil-
ity characteristics in an exponential way.

“Innovations have become a driving force for
the future opportunities of the companies.” (Ur-
banikovd et al., 2020). Simelyté et al. (2021) state,
that it involves developing and applying new tech-
nologies, processes, and systems enabling the effi-
cient use of resources, waste reduction, and the
creation of sustainable products and services.

Mykhoparkina (2017) gives startups some ad-
vice related to achieving a competitive advantage
such as adding a primary value to already existing
products or services, understanding the value the
startup is selling, and knowing the way to make
the product better. Using differentiation, not cost

Defensibility

advantage, unless the startup is competing in the
food market and getting a clear view of the value
behind the product you are selling.

On the other hand, Tunguz (2016) identifies
5 categories of competitive advantages in which
startups fall: product, cost, positioning, distribu-
tion, and execution. He also agrees with the opin-
ion of other authors, who say that it’s critical to
identify and focus on a startup’s competitive ad-
vantage because without it the startup faces fund-
raising challenges.

S. Discussion and Conclusions

When we look at the various definitions of compet-
itive advantage and competitiveness of businesses
we can say that for a business it is good to know its
market position and its strong and weak points to-
ward the competitors, also it is important to know
the business’s customers, their needs, attitudes,
and purchasing power, so the company can win
the best market position and fend off the rivals by
using the most common factors like cost control,
product differentiation, and customer service by
creating its competitive advantage. As known the
creation of competitive advantage is a long-term
strategy, it is important for a business to think in
bigger and long-term circumstances and what can



it bring and where can it take the company, be-
cause a consistent competitive advantage can help
companies continue to be the market leaders in
their industries. In any business, a competitive ad-
vantage can lead to better profit margins and mar-
ket control. To fulfill this aim the company can
make use of various types of competitive advantag-
es like differential, cost-leading, market-focused,
brand, network, and resource advantage. But to
earn and keep the competitive advantage it can
only be done through the hard work, dedication,
and ethical performance of an organization.

On the other side, we can see that startups have
become a very important part of the business envi-
ronment and despite their high mortality rate in
the first years of their life (90%), we can see the in-
creased number of births of startups worldwide
every year (50 million new startups are emerging
every year) and 60% of startups begin at home.
The most important solutions offered by startups
are B2B solutions (61%) and only 39% of Startups
offer B2C solutions.

The benefits of startups are primarily in the fact
that they are young and dynamically growing busi-
nesses with innovative ideas that they are trying to
further develop and then bring to life despite low
capital. This gives them the first competitive ad-
vantage among all businesses — the innovative
way of thinking and the dynamic. But these specif-
ics are not enough, because as we can see from
startup statistics, only 40% of startups are profita-
ble, and 1/3rd of Startups continue to lose money.
The biggest challenge faced by startups nowadays
is finding a real problem, on average, it takes
2-3 years for startups to make a profit, and this is a
long time enough to lose the advantage to be the
leader among the competition especially if you
don’t have enough capital to further develop your
idea, to bring it on the market and you are as a
startup on your own and you are not a part of the
startup ecosystem, which can help you to steady
yourself and can help you with the initial phase of
your business. Because as known from the statis-
tics the most common reason for startup failure is

the lack of product demand, where 34% of startups
fail due to it.

As it follows from the results of the conducted
comparison of studies, analyses, and scientific and
professional outputs of many world authors, start-
ups have a great competitive advantage in several
areas compared to traditional businesses. They are
primarily high-tech-oriented and concentrated on
only 1 category of product or service. It is about
the so-called laser focus. These are usually supple-
mented by legal protection in the form of a patent,
license, or registered trademark. At the same time,
startups focus primarily on the potential for high
growth and gaining market share (fast-growing in-
dustries). Startup teams are usually agile and mal-
leable, even given the usually young age of the
team with a high interest in growing professional-
ly. The advantage of startups also lies in the fact
that they support creativity in the team and at the
same time take into account the uniqueness of
each team member, as well as in the fact that they
do not try to copy generally established concepts
and models, but look for their path and are not
afraid of mistakes, because they take it as part of
development, thanks to which they move forward.
The research identifies and confirms the correla-
tion between competitive advantages/defensibility
and startup valuation. The competitive advantages
increase the valuation of a startup in a linear way
and the defensibility characteristics in an exponen-
tial way. Based on the explored authors the best
way how to maintain the competitive advantage for
a startup is to focus on its core competency, invest
in Research and Development, utilize digital tech-
nologies, embrace agility, find the right partner-
ships, and be open to Feedback. It is also impor-
tant to use differentiation and cost advantage use
just in case the startup wants to compete in the
food market, but also here he needs to see the val-
ue behind the product he is selling. All authors, on
the works we were looking at agree with the find-
ing out, that it’s critical to identify and focus on a
startup’s competitive advantage because without it
the startup faces fundraising challenges.
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These factors allow the productive entity to generate more sales or superior
margins compared to its market rivals. Competitive advantages are attributed
to a variety of factors including cost structure, branding, the quality of product
offerings, the distribution network, intellectual property, and customer ser-
vice. It also generates greater value for a firm and its shareholders because of
certain strengths or conditions. The more sustainable the competitive advan-
tage, the more difficult it is for competitors to neutralize the advantage. The
two main types of competitive advantages are comparative advantage and
differential advantage.
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The competitive advantage of startups in business

ABSTRACT

Recently, the word startup has become a frequently inflected word in the business environment. And al-
though many are “born” every year (50 million), very few live to see their first year of life (1 of 10). Howev-
er, how to overcome this difficult period and stay on the market despite the high competition probably wor-
ries all entrepreneurs. For startups, it is much more important, precisely because it is an enterprise in its
beginnings and also a rapidly growing business, disrupting established business concepts and often deal-
ing with the basic problems of business survival. So it is important to find something that helps you to stand
out from the crowd and better your position on the market. This “something” is known as a competitive ad-
vantage, which helps a business to outrun the competitors and can lead to better profit margins and market
control. But to earn and keep it it can only be done through the hard work, dedication, and ethical perfor-
mance of an organization. The main goal of the article is to evaluate what the competitive advantage of
startups from the experts’ overview is and how they perceive their competitiveness. To reach the paper’s ob-
jective and obtain an answer to this question, we used comparative analysis to analyse various scientific
and professional documents, analyses, studies, and statistics dealing with this issue and we used their com-
parison to synthesize the knowledge gained within the given paper. In this article, we focus on the concept
of competitive advantage and its benefits for startups. Based on the methods used in creating this paper we
identified, with the help of other authors, the key competitive advantages of startups, which include orien-
tation to 1 product or service, high-tech orientation, orientation to a potentially fast-growing market, or
team agility and learning.
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1. Introduction

There is an inexhaustible amount of empirical and
conceptual evidence for research on our subject.
To introduce our topic, we use two recently pub-
lished literary sources. Milan Syrucek published a
study in 2023 aimed at exploring the deep roots of
the Russian-Ukrainian conflict. In addition to a
comprehensive historiographical view of the caus-
es of the conflict, he touches on many of its other
contexts and circumstances, including some psy-
chological insights. It says something very impor-
tant about the Russian nature, the way of thinking
and feeling of the typical “Russian soul”. It says
something about a very important value of the
Russian world — to win at all costs, if I find myself
in a fight. The value of winning the war is so dom-
inant in the Russian value world that it is legiti-
mately involved in the causality of various Russian
armed aggressions, not only against Ukraine (Sy-
rucek, 2023).

The second interesting source is the extensive
work of the British expert on Eastern European
and specifically Russian security affairs, Mark
Galeotti: Putin’s Wars. From Chechnya to Ukraine.
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In it, he examines in detail the pre-Putin and Putin
periods, and the book segues into a consideration
of the projected future of warfare involving Russia.
He discusses, among other things, Russian mili-
tary thinking, which includes an important ele-
ment for us, the consideration of the necessity to
“...strike the first blow, if possible before the ene-
my completes mobilization” (Galeotti, 2023, p. 362)
In this context and as evidence of the above thesis,
he quotes general Gerasimov, considered to be
an important Russian military theorist. The latter
writes in a text published in Krasnaya Zvezda,
4 March 2019: “The basis of our response is an ac-
tive defensive strategy that ... applies a set of meas-
ures to actively neutralize the threat in the inter-
ests of state security (Galeotti, 2023, p. 362). The
value significance of the statement in question lies
in the emphasis on the “active neutralization” of
the subject considered as a military adversary. It is
considered a threat that must be eliminated before
the adversary itself undertakes any military action.
One may ask: was Russian policy guided by these
doctrinal principles in the case of the attack on
Ukraine? In the following text of our article, we will
provide evidence that the answer can be given in



the affirmative. In this sense, its objective was cho-
sen: to identify and characterise the security threat
associated with Russian imperial ambitions and
overall Russian power aggression in a value-based
and historical context. In relation to this objective,
the main research question was chosen: Which
value determinants, historically influencing the
majority of Russian society and the Russian ruling
elites, identify and characterise the Russian securi-
ty threat? Research Question 1: What models of or-
dering Russian society, associated with the values
of power and success, have influenced its histori-
cal development? Research question 2: How does
the preference for the values of power and success
manifest itself in the mentality of Russian society?
Research question 3: Based on historical knowl-
edge and axiological approaches, what is the prog-
nosis for the further development of the Russian
world and the resulting threats?

Investigating value determinants requires the
application of an appropriate theoretical and meth-
odological approach. The theoretical one is axiolo-
gy, i.e. the philosophical study of values, dealing in
particular with values in the field of ethics, reli-
gion, aesthetics, etc. (Flew, 1979; Schroder 2021;
Bradley, Zimmerman, 2019; Howard 2023) The ax-
iological exploration of the subject of our paper
also relies on George Simmel’s methodologically
strong work, The Philosophy of Money (Simmel,
2011).

The axiology is also the basis for the methodo-
logical approach adopted by the authors of the ar-
ticle in examining the value determinants of the
Russian threat in the historical context and de-
scribed in this text. This methodological approach
uses the following applications of analytical and
research methods: historiographical analysis and
synthesis of historical events, analysis of authentic
statements and speeches of Russian subjects with
an emphasis on value and axiological aspects, ab-
straction of axiologically significant commentar-
ies, texts and studies related to the object of inves-
tigation — the value determinants of the Russian
threat, comparison of the resulting findings of the

analysed materials in order to reveal and exploit
different perspectives on the investigated value as-
pects of the Russian and non-Russian world, gen-
eralizing and generalizing the determinants of val-
ues and axiological findings in order to formulate
synthesizing (theoretical) conclusions about the
value determinants of the current threats stem-
ming from Russian imperial policy and its support
by the Russian public, and exploration and predic-
tion to assess the further development of the Rus-
sian threat.

This axiological methodological approach al-
lows us to examine Russian current and threat-
ened aggression, or its roots, comprehensively. Not
only to the necessary depth, but also systematical-
ly. In this context, axiological inquiry asks what
state of affairs is so good that it warrants a deliber-
ate action leading to the establishment or mainte-
nance of a desired state of affairs. The difficulty,
however, often lies in the lack of an objective crite-
rion ology. Thus, in a hierarchy of ideas about the
good and positive values, ideological constructs
can be placed at the top of the imaginary value pyr-
amid, leading to at least questionable substantive
consequences. An aggressive, unjust war against a
neighbouring country and the dehumanisation of
the inhabitants of the invaded country are certain-
ly among these.

For these reasons, too, the authors of this arti-
cle had to set themselves the task of establishing
an objective value criterion and, on this basis, to at-
tempt to classify and comment on the facts de-
scribed in the context of axiological approaches,
represented for the purposes of this article by stud-
ies by (Bradley, Zimmerman 2019; Howard 2023;
Schroder 2023).

As theoretical starting points for an objective
criteriology of values, the authors of the article
chose Shalom Schwartz’s theory of values to de-
fine value orientation and Ladislav Tondl’s (1999)
approach to the question of the role of knowledge
and values in the decision-making process. Sha-
lom Schwartz and Wayne Bilsky (1987, 1990) de-
veloped a theory that defines five formal proper-

European Forum of Entrepreneurship 2024

—_
—
N

~
Ln
—

—_

185



e
—
N

~
Lo
—

—
-

186 Proceedings of the 17" International Scientific Conference

ties of values: values are concepts or beliefs, refer
to desirable end states or behaviours, transcend
specific situations, guide the selection or evalua-
tion of behaviours and phenomena, and are or-
dered by relative importance. In their theory, they
also derived a typology of values based on three
universal requirements of human existence: the
needs of the individual as a biological organism,
the need for coordinated social interaction, and the
survival and security of group interests. This led to
the development of ten basic value orientations:
power, achievement, hedonism, stimulation, au-
tonomy, universalism, benevolence, tradition, con-
formity and security (Schwartz and Bardi, 1997;
Schwartz, 1992; 1994; Schwartz and Sagiy, 2000;
Schwartz et al, 2001; Schwartz, 2003; 2005; 2006a;
2006b; 2007; Schwartz and Rubel-Liftschitz, 2009)
and their interrelations and regularities (AnyZovd,
2014). One of the main goals Schwartz pursued in
formulating a theory of values was to clarify the ex-
tent to which value priorities are influenced by so-
cial experience and, conversely, the extent to
which values influence attitudes and, in particular,
actions (Schwartz, 2012). This also justifies the
choice of Schwartz’s theory for the purposes of
this axiological study.

Tondl (1999) discusses the issue of evaluation,
its processes and models, and the relationships be-
tween cognition, decision making and evaluation.
His dominant research interest is the value orien-
tation of intellectually demanding activities, the
context of evaluation and rationality in the deci-
sion-making process as a choice of acceptable al-
ternatives, and the role of knowledge and values in
decision-making. Tondl concludes that “...deci-
sion-making procedures... always imply the en-
gagement not only of knowledge but also of values
and value structures, including considerations of
possible or expected impacts, of foresight dimen-
sions.” (Tondl, 1999, p. 10) This conclusion em-
phasizes the need for dialogue and places a higher
premium on the culture and quality of communi-
cation associated with evaluation and decision-
making procedures. This implies that achieving

the quality of social consensus in evaluation and
decision-making processes is conditional on fulfill-
ing the criteria of the ability to conduct society-
wide dialogue and communication (Tondl, 1999).
In an axiological context, this means that a value
world with a distorted communication culture and
a distorted model of the population’s participation
in evaluation, decision-making and social consen-
sus-building procedures exhibits social and value
distortions.

2. The historical context of Russian
attitudes to power and success and its
implications for the present

Over the past five centuries or more, Russia and its
ruling elites have pursued their imperial ambitions
so aggressively that Russia has become the world’s
largest state and, after World War 11, a superpower
with global ambitions. Moreover, the current war
situation confirms that it continues to pose a per-
manent danger. Contempt for human life and cyn-
icism is not the prerogative of the Russian rulers,
but largely of the whole of society, which at least
tolerates or even directly supports expansionist
policies and militarism, regardless of the conse-
quences for their own lives. Violence is thus an or-
ganic part of the development of Russian society.
The masses of the population suffer under the bur-
den of war and languish in misery, while the Rus-
sian state grows and absorbs its neighbours as if it
had no borders (Bidlo, 1907). A summary of the
historical context that shaped such a mentality of
rulers and subjects can be instructive for under-
standing their current patterns of behaviour.

The current wartime confrontation between
Russians and Ukrainians is only the result of long-
standing problematic relations and is based on a
different understanding of their own identity and
historical roots. The Russian concept of Ukrainian
history sees it as an integral part of Russian history
(Rychlik, 2015). Christianity played an important
role in the construction of the Russian empire. It
was Orthodox Christianity that became a firm sup-



port for the ruling power in Russia and for milita-
rism, and this is still the case today. Related to this
is the idea of Moscow as the third Rome — i.e. that
the true heir of the Christian faith after the fall of
Rome and Constantinople is Moscow (Bocek,
2019).

A phase that fundamentally influenced the Rus-
sian mentality was several centuries under the
Mongol rule of the Golden Horde. The inhabitants
living in a vast territory had to get used to the cru-
elty of their rulers. At the slightest hint of revolt,
the Mongols and Tatars resorted to the harshest re-
pression. It was not until the 14th and 15th centu-
ries that the Moscow princes were able to gradual-
ly break free from Mongol domination. The final
defeat of the Golden Horde came in 1480. The Rus-
sian lands continued to deal with the consequenc-
es of Mongol rule for several centuries (Vydra,
2022).

The weakening of the Mongols and Tatars led to
a number of power disputes and wars. One conse-
quence of the power conflicts was the rise to pow-
er of the Moscow prince Ivan the Terrible around
1547, notorious for his immense cruelty, suspi-
ciousness and aggressive expansionism towards
the east. Ivan the Terrible established himself as
the first Russian Tsar with unlimited power, called
the Autocracy. After the death of Ivan, Tsarist Rus-
sia descended into chaos and succession struggles
in the late 16th and early 17th centuries, accompa-
nied by many waves of violence. The period of cha-
os ended only with the reign of the first tsar of the
Romanov dynasty, Mikhail I Fyodorovich (Svank-
majer, 2008). The rebellion of Bohdan Khmelnit-
sky and the Zaporozhye Cossacks from 1648 on-
wards was particularly crucial. At the end of it,
after the negotiations at the Perejaslavl Council in
1654, Tsarist Russia for the first time brought the
whole of the Left Bank Ukraine under its rule
(Rychlik, 2015).

An important ruler who opened Russia’s win-
dow to Europe was Tsar Peter the Great. He tried to
change Russia’s backwardness with radical re-
forms on the Western model. In 1721, after his final

victory over the Swedes and thanks to a modern-
ised army, he called Russia an empire, titled him-
self Tsar-Emperor and founded the city of St Peters-
burg, which became the capital of the empire.
However, it was also characteristic of Russian his-
tory that, like Ivan the Terrible, Peter the Great had
a penchant for cruelty, ruthlessly suppressing any
signs of resistance both to himself and to the re-
forms. At the end of his reign, he was also behind
the death of his son and successor to the throne,
Alexei. During the 18th century, Russia, already a
great power, was involved in many outbreaks, in-
cluding the Seven Years’ War.

As with many other Russian rulers, Peter III's
failure in foreign policy was unforgivable, while
successful conquests legitimised everything, how-
ever difficult the lot of his subjects. Thus, ironical-
ly, soon after the coup and the subsequent murder
of Peter III in prison, his wife, the ethnic German
Catherine II, became tsarina. Her nickname, the
Great, was rightly earned, as she greatly accelerat-
ed Russia’s expansion, especially during the wars
with Turkey. Territories along the coasts of the
Black and Azov Seas were colonised. The serfs,
however, continued to feel their exploitation, ac-
companied by cruel oppression and physical pun-
ishment for disobedience was often unbearable,
leading to several large-scale uprisings. The most
notorious was that of Pugachev, which was only
harshly suppressed after three years in 1775, and
the main protagonists faced exemplary punish-
ments. Russia began to expand into North Ameri-
can territory in Alaska and was involved in the
three partitions of Poland in 1772, 1793 and 1795
(Troyat, 2008).

After the death of Catherine the Great, Russia
became involved in the Revolutionary and Napole-
onic Wars. Thus, after the Battle of the Nations in
1813 at Leipzig, which ended in a crushing French
defeat and a campaign into the heart of France in
1814, the Russian Cossacks found themselves in
Paris (Holmes, 2008). Despite some contact with
European civilization, it was not until 1861 that
serfdom was abolished in Russia (Svankmajer,
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2008). Insufficient reforms, growing discontent
and military defeat in the 1904-1905 war with Ja-
pan heralded the collapse of Tsarist power on the
battlefields of World War I. (Warner, 1997).

The First World War, for which Russia was not
sufficiently prepared, brought about the disinte-
gration of the state, millions of victims and first the
February Revolution (which ended with the abdi-
cation of the Tsar) and then the even more radical
October Revolution. This was followed by the Bol-
sheviks, led by Lenin, who came to power and
turned Russia into a communist state, plunging it
into civil war with millions more dead (Pipes,
2017). Stalin, with absolute power since 1926 and a
cult of personality, modernised the Soviet empire,
at least in the economic sphere, and promoted
heavy industry. However, he also gradually and in-
tensively prepared for war and did not hesitate to
enter into an alliance with Nazi Germany shortly
before the outbreak of war in August 1939. The fate
of many Eastern European territories, which Mos-
cow saw as its sphere of influence (Davies, 2005),
was determined by the Ribbentrop-Molotov Pact.

The Second World War, which cost the USSR up
to 26 million lives, was a struggle to the death be-
tween two inhuman totalitarian ideologies. The
end of the war remained accompanied immediate-
ly by Soviet interference in the internal affairs of
many European countries, and by the end of the
Second World War, we can already trace the begin-
nings of the Cold War. Moscow did not hesitate to
use military force to enforce the obedience of its
satellites, as it did in Hungary in 1956 and in
Czechoslovakia in 1968. The rivalry between the
West and the East led to several escalated crises
(Vydra, 2022). The USSR fell into a trap in the war
in Afghanistan from 1979 to 1989 (Sarin, 2001).
Moreover, despite the emergence of reformist poli-
ticians in the USSR such as Gorbachev, the eco-
nomic model of the Eastern bloc proved unsustain-
able and popular discontent grew. As a result, the
countries of Central and Eastern Europe gradually
broke away from Soviet subjugation and the USSR
collapsed in 1991 (Svankmajer, 2008).

In the 1990s, it appeared that Russia could tran-
sition to a democratic country that would not pose
a threat to its neighbours. After initial chaos, social
unrest and a sharp decline in living standards,
Vladimir Putin came to power in the late 1990s
(Vydra, 2022). Many Russians felt humiliated by
the collapse of the USSR. The status of a superpow-
er that imposes its will by force is something that
many Russians are comfortable with and will sup-
port such a model based on expansion regardless
of the country’s internal difficulties. Moreover, not
only do wars not solve these problems, they exac-
erbate them. However, as has often been the case
in Russian history, successful expansion will at
least temporarily mask obvious shortcomings at
home. During Putin’s reign as president or prime
minister, Russia has been involved in many wars
and other military actions, most notably the Sec-
ond Chechen War of 1999-2009, the Russo-Geor-
gian War of 2008, the annexation of the Ukrainian
peninsula of Crimea in 2014 and immediately
thereafter the covert but intense involvement in
the war in Donbass, the intervention in Syria since
2015, and finally the most serious invasion of
Ukraine from a European perspective since 24 Sep-
tember (KiiZ, 2023). K¥iz also stated that this con-
flict is the most intense on the European continent
since the end of the Second World War. Moreover,
Russia has justified its deployment on such absurd
pretexts that it is clear that the ongoing conflict is
unlikely to find a rational solution any time soon.
Moreover, in the completely state-controlled Rus-
sian media, the war is presented as a battle with
the collective West, which ‘threatens Russia’. The
war of aggression therefore also has a kind of ideo-
logical and religious fervour, and it is not just a
struggle for Russian control of Ukraine, which has
been going on for at least a quarter of a century.

Can Russia be different? This is now one of the
most important axiological questions. Indeed, the
support for the current Russian regime seems to be
quite solid, and it could not be implemented with-
out the acceptance of the majority of Russian soci-
ety. The cause of Russia’s age-old aggression there-



fore lies not only in the mentality of Russia’s rulers,
but apparently also in Russian society, which rec-
ognises violence as a legitimate means of politics.
At the same time, this conclusion allows for the
resolution of the first research question: which
models of the organization of Russian society, as-
sociated with the values of power and success,
have influenced its historical development? Based
on the above historical reflection, it can be an-
swered that, starting from the period of the Golden
Horde domination, it has always been a model of
organization in which power was concentrated in
the hands of individuals or a relatively small group
of persons. Power was used absolutely in relation
to its own population, with maximum use of bru-
tality and harsh means of repression. The goal of
the ruling regime was success in the form of abso-
lute control of the population and resources, as
well as successful expansion at the expense of oth-
er states, nations, or ethnicities, regardless of their
own human or material losses. At the same time, in
the past, it has been significant defeats that have
been able to change the regime in Russia, but most
of the time the power situation has eventually
evolved into an even worse situation in terms of in-
dividual rights and freedoms.

3. Values of power and success in the
mentality of the current Russian ruling elites
and the majority of Russian society.

Russia’s actual and threatened power aggression,
or rather its roots, not only in the necessary depth,
but also in its complexity and systemic nature. We
are also concerned with a structured assessment of
actions and decisions related to the struggle for
power both within Russian society and towards its
neighbours, especially those states that were for-
merly part of Russia’s sphere of influence. If, for
example, a politician decides to order a military at-
tack on a neighbouring country, it is firstly be-
cause he has a violent upbringing, as is demonstra-
bly the case with Vladimir Putin, and secondly
because he has assessed such an attack as some-

thing positive for him and his policies, something
that will have desirable value consequences from
his point of view. He, too, is surely deeply con-
vinced that his aggressive decisions have mostly
positive value consequences for his country, e.g.
that by attacking Ukraine he has restored Russia’s
superpower status. In other words, from the point
of view of the majority of Russian society, he has
succeeded.

Putin, like other Russian rulers, believes that
power can be successfully achieved and main-
tained through methods that naturally involve var-
ious forms of violence. That is why he is not reluc-
tant torely on the reconstruction and strengthening
of the social position of the armed forces and their
use whenever the opportunity arises. During Pu-
tin’s career in the highest echelons of power in the
Russian state, a number of armed aggressions have
taken place at his will. The conflicts provoked by
Russia are analysed in detail by the expert men-
tioned in the introduction, Mark Galeotti. In partic-
ular, he notes that during his time in the Kremlin
Putin has relied more and more on reconstituted
military power. Galeotti provides a detailed and
well-informed analysis of Russia’s move towards a
new form of Cold War with the ‘collective West’.
He also provides a detailed analysis of the growing
tendency towards armed violence (Chechnya,
Georgia, Crimea), which has, not surprisingly, cul-
minated in an open invasion of Ukraine in order to
‘de-Ukrainise’, ‘de-Nazify’ and ‘demilitarise’ it. At
the same time, however, Galeotti also provides an
informed assessment of the real capabilities of the
Russian military and outlines the presumed en-
tropic direction of Putin’s aggressive regime (Gale-
otti, 2023).

In an interview with the daily Forum 24 in April
2023 (Hlavacek, Galeotti, 2023), Galeotti also
states that Putin is also convinced that he is being
forced into violence by external forces that have
put him in a situation where he has no alternative.
Thus, he repeatedly accuses the West of attacking
Russia’s interests and that the processes in Ukraine
are operations of the (US) CIA and the (British)
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M16. The conflict in Ukraine has reached a stage
where Putin has no choice but to fight by all means
until “all objectives are achieved”, which of course
change as the war progresses according to changes
on the battlefield. It is also clear that the regime
Putin has built is characterised, among other
things, by the shortcomings caused by distorted,
biased or outright false information, due to the fact
that “...he is surrounded by his “courtiers” who tell
him only what he wants to hear” (Hlavadcek, Gale-
otti, 2023). This is not unusual in authoritarian re-
gimes based on violence and fear.

The value of power and success in Russia has
traditionally been associated with the idea of a
great empire dominated by the Kremlin. Putin’s ax-
iological thinking is no different. That is why the
war of aggression against Ukraine can be seen as
part of the restoration of the Great Russian Empire,
as an imperial war (Hlavacek, Galeotti, 2023). Its
organic part is also the “hybrid” activities through-
out the West with the aim of destabilising it, weak-
ening it as much as possible and maximising its
overt and covert influence on processes in Western
countries, including the Czech Republic. Russia’s
developmental progress is hindered by its attach-
ment to the past. On the evolutionary scale, it is
currently lagging behind. The generation of homo
sovieticus’ is often criticised for their inability to
adapt to the new realities of the world and Russia’s
position within it. This criticism is due to their per-
ceived lack of control over their leaders, weak in-
stitutions, and an excessive willingness to use
force. As a result, we remain vulnerable to non-
military threats such as subversion and sabotage
(Hlavéacek, Galeotti, 2023). The above corresponds
to Russian strategic culture and Russian identity
and self-perception. An essential feature of both is
the desire of Russian leaders to achieve a state in
which Russia is perceived and respected as a great
power. By this they mean a great power status
backed by formidable military power. This is seen
as a direct instrument of foreign policy and is also
often exercised beyond the borders of the Russian
Federation in various conflicts in which Russia has

interests. The power of a state is derived solely
from the strength of its armed structures, from the
destructiveness of its military potential, of which
the ‘nuclear triad’ is an organic part. “The determi-
nation to use military potential to establish itself as
a great power is combined with the persistent be-
lief that Russia is under threat.” (The willingness
to use the military to establish itself as a great pow-
er is combined with a persistent conviction that
Russia is threatened.) (Wiltenburg, 2020)

Clearly, then, the necessary understanding of
Russia includes an understanding of its aggressive-
ness, its massive rearmament, and its growing de-
termination to use its military capabilities to pur-
sue foreign policy interests (Wiltenburg, 2020).
This is also related to the fact that “...as Keir Giles
explains in his book Moscow Rules, the cultural
difference between Western Europe and Russia is
greater than the geographical distance. Giles goes
on to assert his view that Russian culture is sub-
stantially different from Western culture, and ar-
gues that Gonzague de Reynold should consider
the Russian nation and culture as Asian, not Euro-
Asian. For an illustration of how easily friction can
arise in diplomatic discussions, one need only look
at the different interpretations of concepts such
as compromise, truth and respect” (Wiltenburg,
2020).

The aggressive subjectivism of values (an at-
tribute of Putinism) naturally refers to traditions,
to the long-term, even centuries-long influence of
the dominant culture, customs, living conditions,
the style of exercising power and authority, and
the way of achieving social success. If violence,
brutality, cruelty, and ruthlessness play a major
role, then it is only natural that this shapes the
world of values that produces rulers like Dzhu-
gashvili/Stalin in the past and Putin and his entou-
rage in the present. Not only that, but the unques-
tioning acceptance of this style and manner by the
public is a given. The typical Russian, in other
words, holds in high esteem those who are capable
of inflicting truly painful damage, who can con-
vincingly threaten such violence that they will not



On the basis of this analysis, the author arrives at a formulation of possible
outcomes of the war in Ukraine. According to him, there will be (1) the
Westernisation of Ukraine, (2) Ukraine’s own way, (3) a postponed war, or
(4) an apocalypse. This is an idea on a scale from the most optimistic to the
most catastrophic, culminating in World War II1. In each scenario, Russian ag-
gression and imperial mythology and aspirations play a prominent role. The
question is how far these factors can be resisted. In any case, it is useful to re-
flect on the traditional, current and future Russian value system.

hesitate to take decisions that will lead to massive
loss of life. Our public is now wondering about the
unusually high number of falls from windows in
Russia. The Russian public sees this as proof of the
strength and decisiveness of the authorities, as an
acceptable means of persuasion.

Also axiological significant in this context is the
perception of contemporary Russian society by the
authority on Russian sociology, Lev Gudkov, head
of the independent Levada Centre. He describes
his society as primitive, apathetic, burdened with
fear of repression, in a state that can be described
as rigidity or paralysis “B cocTosgHUMM cTymopa”
(Gudkov, 2024). This is also connected with the ig-
norance of a large part of the Russian population
about important events of the recent past. At the
same time, no one has the will to look for an alter-
native to the current leadership of the Russian
state. People are lulled by the appearance of eco-
nomic stability and growth. They believe the offi-
cial claims about wage growth and purchasing
power exceeding that of the Germans, for example.
There is a clear return to the cult of the leader after
the disappointments of the 1990s” (Gudkov, 2024).

Apathy among people often arises from the be-
lief that they have no control over the decisions
made by those in power, and that the opinions and
needs of ordinary people are disregarded. There-
fore, individuals feel compelled to adapt to any giv-
en situation, even in times of war. Gudkov de-
scribes a “process of degradation” (Gudkov, 2024)
that is linked to a fixation on the past, the promo-

tion of nationalism and the glorification of war,
and most importantly, fear that is fuelled by the
blatant increase in repression by the central power.
This “method” is highly effective in Russia due to
its foundation in deeply ingrained customs and
values. Gudkov argues that the anti-regime 20%
minority and anti-Putinists in exile lack ideas to
help Russian society overcome its current situa-
tion.

The atmosphere of fear is reinforced by the
propaganda of the threat from the West, which is
said to want to weaken, humiliate and disintegrate
Russia, pump out its raw materials without limit
and thus contribute to the disintegration of the
Russian Federation into a number of easily control-
lable individual states. Gudkov characterises Rus-
sian society as follows: “In general ... our society is
very primitive, and its social structure is also ex-
tremely primitive and undeveloped, so that indi-
vidual groups are unable to express their opinions,
their interests. This primitiveness of the social and
group structure is an extremely important charac-
teristic of authoritarian or totalitarian power, that
is, a centralised system of vertical power that con-
trols everything. The inertia of Soviet perception is
also at work. Power does one very important thing:
it denies people their own dignity, their own im-
portance and their own abilities. It pretends and
imposes on people that it knows better what they
need. Whether it is family policy, sexual practices,
morality, what is acceptable, what is unacceptable,
what to believe or not to believe, what science
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should do, how the economy should develop, and
so on.” (Gudkov, 2024).

Traditionally and currently, power in Russia is
exercised through the brutal and arbitrary destruc-
tion of anything that might in any way threaten it.
The elites from all spheres of social life are virtual-
ly eliminated, or rather their will to represent an al-
ternative to the existing power and possible bear-
ers of responsibility for Russia’s future is paralysed
and offers no viable idea of how to overcome Puti-
nism and return society to normality (Gudkov,
2024). Relative social success (career or property)
is linked to conformity with the power structures
and now with the war aggression against Ukraine.
The above text also offers an answer to the second
research question: How is the preference for the
values of power and success manifested in the
mentality of Russian society? The preference for
the values of power and success, which (as the first
chapter and the answer to the first research ques-
tion state) is deeply historically rooted in the men-
tality of Russian society, is manifested in the per-
ception of aggression as a value-legitimate tool to
achieve power, the perception of violence as a val-
ue-legitimate means to achieve success, the legiti-
macy of using fear to assert power and achieve suc-
cess even at the cost of distorting the objective
view of reality, the linking of the values of power
and success with the idea of creating a great em-
pire — a superpower controlled from the Kremlin,
the legitimacy of achieving social success through
the use of violence, brutality, cruelty and ruthless-
ness — in Russian society socially respected evi-
dence of strength and decisiveness, the linking of
power and success with conformity to the ruling
power structures and their ideology and politics.
The aforementioned links between power and suc-
cess and the way they are achieved also have their
consequences in the form of apathy and paralysis,
fear of repression, willingness to conform and
primitivism of social and group structures.

4. Predictions about the further development
of the Russian value system and the threats
it is likely to pose.

Functional theoretical reasoning must fulfil its ex-
planatory and predictive function. Predictions
should follow exploration, although there is al-
ways a degree of uncertainty and indeterminacy
inherent in any prediction. This is because predic-
tions can never be based on knowledge that is
completely true and explanatory. Additionally, fu-
ture events are influenced by countless factors,
and the combination of these factors will ultimate-
ly determine one of many possible outcomes,
which will become the new reality. The above ap-
plies to the possible development of Russian socie-
ty’s values and its consequences or threats. We will
attempt to predict its future development based on
the overview of the Russian world of values ob-
tained so far, in connection with its aggressive and
violent component. The text discusses the immedi-
ate and distant future, as well as the potential con-
sequences of this development, particularly in re-
lation to the security situation in Europe and the
Czech Republic. We will point out the geopolitical
context, or rather the systemic environment of the
Russian value system and its influence on it. We
will point out the entropic characteristics of the
Russian value system and what is likely to emerge
from it.

First, we will draw attention to an inspiring text
by Petro Sukhorolskyi of the National Polytechnic
University in Lviv, who presents four possible sce-
narios for Ukraine’s future. (Sukhorolskyi, 2022)
He bases his concept on a CLA (causal layer analy-
sis) of existing discourses, an important aspect of
which is the conflict between mythological Rus-
sian and pro-Russian narratives and Ukrainian and
pro-Ukrainian perspectives, which seek to present
the reality of Russian-Ukrainian relations and their
development in history and the present. On the ba-
sis of this analysis, the author arrives at a formula-
tion of possible outcomes of the war in Ukraine.
According to him, there will be (1) the Westernisa-



tion of Ukraine, (2) Ukraine’s own way, (3) a post-
poned war, or (4) an apocalypse. This is an idea on
a scale from the most optimistic to the most cata-
strophic, culminating in World War I1I. In each sce-
nario, Russian aggression and imperial mythology
and aspirations play a prominent role. The ques-
tion is how far these factors can be resisted. In any
case, it is useful to reflect on the traditional, cur-
rent and future Russian value system. As one of the
conditions for the probability (verisimilitude) of
the required predictions of the next development
of the Russian value system in terms of the danger-
ousness of the threats arising from it, it is worth re-
calling the deep-rooted Russian fear of a surprise
military attack analogous to Operation Barbarossa
during the Second World War. This fear also influ-
ences the Russian security doctrine, which in-
cludes the value-unacceptable self-imposed “pre-
emptive” attack in the event of a “perceived threat”
and even the “justification” of using nuclear weap-
ons if all possibilities of winning the war with con-
ventional weapons have been exhausted. Thus, the
Russian value system allows nuclear weapons to
be considered not only as a deterrent, but also as a
tactical weapon (Cimbala, 2013, pp. 10 and 18).

We still have to reckon with the fact that Rus-
sian security thinking is deeply rooted in the “Rus-
sian strategic culture cultivated over centuries”,
and this culture includes expansionism, unpredict-
ability and a constant sense of threat. At the same
time, the decision to invade Ukraine was not the re-
sult of irrationality on the part of the Russian lead-
ership, but the result of their core belief in the
necessity of doing so in order to prevent Russia
from losing its security buffer zone (Rumer, 2020,
pp. 1-2).

In the near future, within the next few months
and years, the fundamental essence of the Russian
value system is unlikely to change. This is because
the order has deep roots, dating back centuries.
Additionally, the forces that could significantly im-
pact the Russian world of values are either non-ex-
istent or in a nascent state, and are quantitatively
and qualitatively insignificant. Instead, there are

internal forces that aim to preserve the existing
conditions, which have been built up by decades
of Kremlin manipulation. This is achieved primari-
ly through propaganda controlled by the Kremlin
or at least heavily influenced by it, pressure on the
education system, or presidential decrees that in-
terfere with cultural activities (Putin, 2022).

The traditional values promoted include, in par-
ticular, patriotism in the Russian sense, a strong
family with more children, creative work for the
homeland, and a preference for the spiritual over
the material, and thus a willingness to accept a de-
cline in living standards. Thus, the decree men-
tions the need to combat “destructive ideologies”
that are secretly and purposefully imposed on Rus-
sia by the actions of the United States and other
“hostile countries (Putin, 2022).

In the more distant future, in the order of years
and decades, we can foresee an ambivalent devel-
opment of the Russian value system. One direction
could be the spread of entropy to chaos, full of in-
ternal conflicts in Russian society. The break-up of
the Russian Federation into a number of small
states is also being considered. These will be con-
ditioned by growing dissatisfaction with the disin-
tegration processes associated with the ongoing
war in Ukraine (which, regardless of the military
situation, may continue through a partisan move-
ment of Ukrainians who do not accept Russian
domination in any form), or with other armed or
“hybrid” conflicts waged by the current Russian re-
gime of power outside Ukraine. In terms of values,
there will be an increase in violence, aggression in
all directions, selfish and ruthless individualism
and negative emotions. The material, cultural and
living standards of the majority of the population
will be characterised by hardship, deprivation or
deformation and regression. Russia’s world of val-
ues will move further away from the normal stand-
ards of civilisation in the developed world. This
will inevitably lead to an increase in hostility to-
wards it and a readiness to ally itself with other dic-
tatorial regimes and to wage war against the West
in particular.
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However, the Russian public’s discontent may
have different value connotations, which may also
lead to a variable development towards democracy
or, on the contrary, towards a more rigid dictator-
ship than Putin’s. However, Russian society is val-
ue-based in a way that can also lead to a so-called
‘rallying around the flag’, increased hatred of
Ukrainians and the ‘collective West’, and even
greater aggression despite, or as a result of, a sig-
nificant decline in living standards and the loss of
a basic sense of security for Russians themselves.
We must also remember that public support for
Putin’s regime and for Putin himself is not declin-
ing significantly, but rather the structure of re-
sponses to opinion polls, for example by the inde-
pendent Levada agency, is changing.

The threats arising from the outlined possibili-
ties for the development of the Russian value world
are obvious. In particular, the escalatory potential
of ongoing Russian aggression dominates both the
actions and narratives of the protagonists of the
current regime in power. The West, led by the Unit-
ed States, is repeatedly accused, with varying in-
tensity, of being responsible for the war in Ukraine,
and even of seeking to start a major, virtually glob-
al war with Russia. See, for example, as early as
April 2023, the appearance of Russian Defence
Minister Sergei Shoigu in New Delhi, India. The
West, he says, does not want to help Ukraine any-
way, this is just a proxy war, he is pursuing a “crim-
inal policy”, provoking and wanting to go to war
with Russia and China (Agentura Tass, 2023).

Russia is making intensive preparations for a
long, protracted war, and certain indications (the
Suwatki Pass, the Kaliningrad region) suggest a
tendency to start a war with NATO, however non-
sensical it may seem to rational European thinkers.
These preparations are also in the area of values
and ideology, which we consider more dangerous
than the feverish armaments and the transforma-
tion of the Russian economy into an essentially
warlike one. In the explanatory part of the text, we
have argued that the value of winning a war (any
war, even an unjust one, once Russia has been in

it) is, for the power holders and the Russian public
at large, incomprehensibly important to us. Anoth-
er dominant value is the sense of belonging to a
large, powerful empire that others fear.

Finally, explicit statements by Russian officials
confirm geopolitical aggression and, among other
things, efforts to restore Russia’s sphere of influ-
ence as far west as possible. At the very least, with-
in the borders that resulted from the Yalta Confer-
ence before the end of the Second World War and
the military operations carried out by the Soviet
Union’s armed forces in 1945. Axiological thinking
and feeling in Russia is also associated with a cer-
tain visionaries and certainty about Russia’s pre-
destination to dominate other countries, at least
neighbouring countries. Russia’s almost sacred vi-
sionaries, linked to the Orthodox religion (the
Church’s support for Putin and vice versa is obvi-
ous and well visible in contemporary Russia), reas-
sures the majority of Russian public opinion of its
predestination to save the true Christian values so
violated by the “decadent” and “decaying” West.
The logical prediction for the coming historical pe-
riod is therefore the growing and prolonged con-
flict between our world of values and Russia’s. We
cannot expect any positive change for us in this
area. Therefore, the threats to us from Russia will
continue to grow and become more complex, in-
tense and sophisticated.

In the context of more general geopolitical de-
velopments, on which Russia has an undoubted in-
fluence, it is necessary to be concerned about the
growing threats to the democratic way of life and
politics, to the values of freedom, human rights,
the rule of law over brute force, etc. At the same
time, Russia is part of a wider world of values that
tends towards various variants of undemocratic
governance, towards the unpunished use of vio-
lence in order to revise the borders recognised by
international law and treaties in force, towards a
certain return to the past in which Hobbes’s “homo
homini lupus” was in force, when practically con-
tinuously someone was at war with someone else,
even on the territory of Europe. Hence the danger



of radical value changes. There is a growing con-
viction that the approach of some Western political
and value structures is involved in these negative
developments. The latter takes the form of modi-
fied appeasement in relation to the defending
Ukraine, and has features of relative tolerance to-
wards dictatorial regimes (not only Russia’s). The
self-destruction due to the influence of progressiv-
ist ideologies and activisms, the consequent lack
of awareness of what is truly essential to human
and social life, the prevalence of the value of fun,
comfort, arbitrariness and sufficiency over duty,
responsibility, sacrifice, diligence and modesty, all
tempt predatory aggressors like Putin to be aggres-
sive now and in the future (Oprs$al, 2024).

The value implications of the predicted devel-
opments may have a number of very unpleasant
aspects for Europeans, including the Czechs. If a
certain indifference, in extreme cases deliberate ig-
norance or even infantile political incompetence
towards them persists, we will inevitably be sur-
prised by the growing aggressiveness of geopoliti-
cal forces hostile to our world of values. The most
serious threat is war aggression, which competent
and responsible personalities do not underesti-
mate. In this respect, the statement of the Chief of
the General Staff of the Army of the Czech Repub-
lic, General Karel Rehka, is significant: “Russia
must realistically see that we have the ability and
will to defend ourselves. It is not about some dec-
laration, they have to see that realistically it is not
worth it (Rehka, 2023). Predicting the further de-
velopment of the Russian world of values and thus
answering the third research question: “What is
the prediction, based on historical knowledge and
axiological approaches, of the further develop-
ment of the Russian world and the threats arising
from it?” It offers the following conclusion: in Rus-
sian society, and especially on the part of Russian
power elites, the emphasis will continue to be
placed on the promotion of conservative values
(tradition, conformism, security) in the short and
medium term. These values, in the isolated Rus-
sian environment and in relation to the values of

power and influence exercised by the power structu-
res (as interpreted for Russian society in Chapter 2),
will allow for an increasingly consistent control of
Russian society. This increasingly sophisticated
control is then aimed at making it a docile and ef-
fective tool for fulfilling the imperial geopolitical
ambitions of the current Russian power elites, led
by Vladimir Putin or someone like him. It is there-
fore very likely that we can expect the Russian im-
perial scenario that has been repeated several
times in history: after the absolute domination and
ideological indoctrination of Russian society and
its educational system (a goal that Putin has al-
ready practically achieved), massive armaments
and the building up of the armed forces will con-
tinue, going to the very limit of the economic sus-
tainability of the Russian economy. At the same
time, the drive to subjugate or at least eliminate
Ukraine (in the sense of favourable peace terms for
Russia) will intensify. Russia will also escalate its
hybrid war against European democracies, the Eu-
ropean Union and NATO, using all available op-
tions and means, including Al. The goal will be to
subvert and destabilize democratic Europe, the al-
liance between Europe and the US, to the maxi-
mum extent possible. Ultimately, it will be about
subverting the current world security order and
trying to successfully assert itself against the tradi-
tional enemy — the “decadent” and “Russian world
and culture threatening West”. The Kremlin thus
seeks to create the conditions for a successful mili-
tary expansion westward and the restoration of the
former spheres of influence of the Soviet Union.

S. Conclusion

The conclusion is (among other things) defined to
answer the main research question: which value
determinants, historically influencing the majority
Russian society and the Russian ruling elites, iden-
tify and characterize the Russian security threat? It
should be emphasized that Russia expects the fail-
ure of the “West” also in the area of value anchor-
ing and its resignation to the traditional values of
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Euro-Atlantic civilization. These are (in the context
of Shalom Schwartz’s theory of values) stimula-
tion, autonomy, universalism and benevolence. A
typical intersection of this value anchoring is aid
to Ukraine. The possible lack of our support for
Ukrainian self-defence would further etch the
Western value world as a result of the “dominance”
of Russian axiology. This, as we have shown, is
based on the values of power and success, and on
the belief of Russian elites and the majority of Rus-
sian society in the legitimacy of achieving geopolit-
ical goals through armed force, violence and bru-
tality. The failure of the Euro-Atlantic value system
would mean that a sense of complacency and justi-
fication to pursue its great power ambitions by any
means, including violent warfare, would be fixed
in the Russian axiological system. This would most
likely lead to an increase in Russian state geopolit-
ical aggression. The leaders of a victorious Russian
power would be inclined to further demonstrate
their values in ways unacceptable to the West. Pu-
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Value Determinants of the Russian Threat in Historical Context

ABSTRACT

The text is an overview study. It aims to identify and characterise the security threats associated with Rus-
sian imperial ambitions and power aggression in a value-based and historical context. In order to achieve
this goal, the following methodological procedure was followed: a search for available open sources, analy-
sis of these sources, creation of a narrowed selection of relevant sources, identification of key characteristics
of the security threats of Russian imperial ambition and Russian power aggression in a values-based and
historical context, synthesis of the acquired knowledge and creation of the resulting coherent output. The
study presents the following findings: the essence and core of the Russian threat lies in the latent, historical-
ly demonstrable aggression of Russian ethnic groups and the Russian majority population, and in the fact
that objectively identifiable Russian aggression has long been reflected in the mentality of the ruling elites
and in the conventional military-political behaviour of the Russian state. This latent aggressiveness is sub-
sequently integrated into the value priorities of the Russian population and manifests itself not only in the
contexts of everyday life in Russian society, but especially in critical and extreme situations (social and po-
litical upheavals, civil war, and military aggression against a foreign country). Its characteristic features are
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brutality and creative cruelty combined with socially legitimised forms of physical violence, manifested
mainly in the form of confrontation with ideological and military-political opponents. The study concludes
that the described characteristics of the Russian value system have a profound impact on Russia’s present
and will have significant fatal consequences for Russia’s future, with implications for global stability and se-
curity.

KEYWORDS
Values; axiology; Russian threat; historical development; Russian population and society; aggression; vio-
lence
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ESG reporting for small

and medium-sized enterprises in the
Czech Republic: a beneficial tool

or just an additional administrative
burden?
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1. Introduction

ESG reporting is a form of non-financial reporting
that focuses on three main areas, namely environ-
mental (E), social (S) and governance (G). The in-
troduction of ESG reporting should bring about a
responsible and sustainable approach to investing
and business in general.

It is important to note that the obligation to un-
dertake non-financial reporting and the scope of
reported information varies significantly depend-
ing on the size and type of business entity. From
2024 is valid the new Corporate Sustainability Re-
porting Directive (further only “CSRD”). It has re-
placed the Non-Financial Reporting Directive (fur-
ther only “NFRD”) from the October 2014. It is
essential to mention that the CSRD, compared to
the NFRD, significantly expands both the range of
companies concerned and the scope of release in-
formation, particularly in the area of sustainability.

This fact is also confirmed by the Corporate
Social Responsibility Association (2023), which
states that of the original 11,600 large public-inter-
est companies with more than 500 employees (e.g.
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listed companies, banks, insurance companies,
etc.) defined by the original NFRD, the newly
adopted CSRD covers all large companies as well
as all small, medium and large companies trading
their securities on the stock exchange, which ex-
tends the range of affected companies to approxi-
mately 49,000 companies. The number of compa-
nies affected by the new CSRD obligation has
increased by more than four times. The newly de-
fined group of companies required to report under
the CSRD represents approximately 75% of the to-
tal turnover of all companies operating in the Euro-
pean Union.

The obligation to report non-financial informa-
tion will also apply to selected SMEs, according to
the currently approved timetable, in 2027. Many
SMEs are not yet fully aware that the CSRD will
also affect their business. However, the impact of
CSRD on SMEs can be expected especially for com-
panies involved in supply chains, which may also
have a significant impact on SMEs operating in the
Czech Republic (BusinessInfo, 2023a, 2023b).



2. Theorical background

ESG reporting is a form of non-financial reporting
that concentrates on three main areas: environ-
mental, social and governance. Based on the EU
Taxonomy, sub-objectives related to each area are
further defined.

According to the EU Taxonomy, the following
partial goals are defined for the environmental
area: working to prevent and adapt to climate
change, sustainable use and protection of water
and marine resources, transition to a circular econ-
omy, prevention and control of pollution, and pro-
tection and restoration of biodiversity and ecosys-
tems (Sasfai et al., 2023). In the social field, the fo-
cus of responsible enterprises should be on issues
both within the enterprise and in its environment.
Internally, a responsible enterprise should pay suf-
ficient attention to employee care, health and safe-
ty in the workplace, respect for human rights, em-
ployee training and development, non-discrimina-
tion against certain groups of employees, etc.
However, the social dimension also includes the
objectives of the Corporate Responsibility Policy. A
responsible business should maintain a good rela-

tionship with the community in which it does
business, pay sufficient attention to supplier-cus-
tomer relations, charity, consumer protection, etc.

The governance area establishes several goals
for responsible: maintain a good corporate culture,
manage the relationship with suppliers, prevent
and detect corruption and bribery, manage pay-
ment practices, etc.

2.1 The process of implementing ESG
reporting in the European Union

The European Commission highlights that the cur-
rent ESG reporting standards so far only apply to
large companies (i.e. companies employing more
than 250 employees). The European Commission
also states that the standards that SMEs will have
to comply with be less strict to avoid imposing ex-
cessive administrative burden on SMEs. However,
a problem and an issue that persists is that the
form of ESG reporting standards for SMEs is still
not clearly defined, which causes considerable
anxiety among SMEs and concerns of an increase
in their administrative burden (European Parlia-
ment, 2020).

Table 1 » Key milestones in the ESG reporting implementation

Year Date Activity
2021 21+ April European Commission publishes draft CSRD
31t December = Adoption of the Directive by the European Commission
2022 315t October Adoption of the final version of the general reporting standards by the European Commission
10™ November  Approval of the CSRD by the European Parliament
28" November  Approval of the CSRD by the Council of the European Union
2023 31st October Eg;gfpi?slfommission adopts reporting standards applicable to small and medium-sized
Incorporation of the Directive into the national legislation of EU Member States
2024 (within 18 months of the Directive’s entry into force)
1st January ESG reporting obligation for companies that are required to report under the NFRD
2026  January Provisional deadline for the creation of ESG reporting obligations for listed SMEs.
2027 Publication of the first ESG reports by listed SMEs (for 2026).

Source: Own processing based on CSRD (2023)
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2.2 ESG reporting in the EU Member States

Gjergiji et al. (2021) argue that environmental, so-
cial and governance (ESG) disclosure has become
a critical part of corporate reporting. However, the
effectiveness of this type of disclosure is still un-
der-researched among SMEs. The study points to
the fact that environmental disclosure by SMEs
raises the cost of capital. Except for family SMEs,
which get an advantage of environmental disclo-
sure as well as the large companies.

Chouaibi et al. (2022) conducted research on a
selection of ESG index companies from the UK and
Germany. The authors examined 115 UK compa-
nies and 90 German companies. The results of the
research indicate that due to the introduction of
ESG, the companies under study experienced an
increase in their value and a strengthening of their
weaknesses.

According to Minutiello and Tettamanzi (2022),
companies are currently paying a lot of attention to
sustainability, which is mainly due to increasing
pressure from stakeholders and society. For this
reason, attention is now being paid to three dimen-
sions: financial, social, and environmental, which
together ensure the continued functioning of busi-
ness. This reality leads to increasing reporting re-
quirements, both financial and social-environmen-
tal. Knowing only the current financial situation of
a company does not provide an overall picture
of the company, as it does not consider possible
risks or outline further development opportuni-
ties.

Cronin and Doyle-Kent (2022) assert that SMEs
operating in Ireland lack awareness of the risks as-
sociated with climate change and its environmen-
tal, social, and economic impacts. The authors
point out that voluntary compliance among SMEs
is still very low. The authors therefore welcome the
introduction of climate-related regulations and
mandatory disclosure of information in the annual
financial reports of these companies.

Bielikova et al. (2023) focused on the level of re-
porting of non-financial information by large en-

terprises in the Czech Republic in the period from
2017 to 2021. There was revealed an increasing
trend in the reporting of non-financial information
by the surveyed enterprises, as well as an increas-
ing trend in the quality of reported information,
which the authors consider beneficial.

Lebbe et al. (2023) state that, according to the
European Commission’s proposal, SMEs are gener-
ally outside the scope of ESG reporting. The prob-
lem remains, however, that they are likely to be in-
directly affected by the CSRD. Their failure to
comply with ESG requirements could risk their ex-
clusion from the supply chain. The problem re-
mains that SMEs must provide their own ESG-re-
lated data to their larger business partners who fall
within the scope of the CSRD.

Menicucci and Paolucci (2023) conducted re-
search that focused on the implementation of ESG
in the banking sector in Italy. The research find-
ings show that the introduction of ESG reporting
had a positive impact on the reduction of waste
produced by these companies.

Valente (2023) states that ESG aspects are cross-
cutting across all value chains. SMEs play a key
role in the chain of larger companies where they
act as suppliers, subcontractors, or business part-
ners. The author therefore points out that SMEs
will be obliged to disclose and comply with the
sustainability standards set to the large companies
with which they work with. Valente (2023) also
states that several large corporations and multina-
tional organizations already require their suppliers
to meet specific ESG criteria, including environ-
mental standards, ethical working practices and
transparent policies. Failure to comply with sus-
tainability requirements not only exposes SMEs to
legal and financial risks but could also lead to their
exclusion from the supply chain. On the other
hand, the author points out that compliance with
ESG standards presents significant opportunities
for SMEs to develop further as well. The author
further focuses her research on the relationship
between transfer pricing and ESG issues.

Dalli (2024) states that Malta sees the concept



of ESG reporting as a chance to enhance business
efficiency, promote decarbonization, sustainabili-
ty, and social justice. The Maltese government has
established a grant for SMEs to use for consultancy
services in introducing ESG reporting into their
business practices.

2.3. Applying ESG principles around
the world

Nkomo (2023) reports that South Africa has made
significant improvements in ESG in recent years.
This is due to the valuable information provided by
ESG practices, which enables stakeholders, includ-
ing local banks and investors, to analyze business-
es they wish to invest in. Furthermore, as stated by
Nkomo (2023), the implementation of ESG repre-
sents a clear opportunity for SMEs to prepare high
quality reports on their sustainability performance
and enables each of them to respond more effec-
tively to potential opportunities.

Yip and Yu (2023) report that for large corpora-
tions trading on the Hong Kong Stock Exchange, is-
suing ESG reports, and reporting key indicators re-
lated to their performance is currently not a
problem and that they have been voluntarily pro-
viding such data for years. However, the authors
point out that issuing ESG reports can be a major
challenge for SMEs as they may lack the necessary
knowledge, skills, motivation, etc. to adequately
prepare the report.

Soni (2024) states that sustainability reporting
is becoming increasingly important. Nearly 50% of
SMEs in India have been requested to provide ESG
information. However, there is a mismatch be-
tween the information requested and the capacity
of SMEs to generate it. The survey shows that less
than 45% of SMEs have received technical assis-
tance in gathering ESG information. SMEs are pri-
marily concerned about the high costs associated
with ESG reporting.

3. Methods

The method of systematic literature review and
comparison methods were used in the research.
The systematic literature review aims to provide a
comprehensive overview of existing research on
the same issue as the conducted research. This
method uses precise filtering techniques and as-
sesses individual research in a critical and rea-
soned manner. The main aim of our research is to
assess whether the introduction of ESG reporting
in large companies will also affect SMEs in the
Czech Republic. Another partial aim was to assess
the impact of ESG reporting regarding the increase
of the administrative burden placed on this type of
business entities.

A systematic literature search was carried out
on publications from respected journals, as well as
printed publications focused on ESG reporting,
which were available in the Moravian Library in
Brno until 24 January 2024. Based on predefined
research questions, the most relevant publications
were selected regarding the application area of the
research. Within the research, 45 key publications
were selected, which were subsequently processed
and critically assessed in relation to the conducted
research, to the final 13 used.

4. Results

The currently adopted ESG reporting requirements
apply to large companies with more than 250 em-
ployees. However, the fundamental problem is that
it is not yet clear what form of the SMEs’ ESG
standards should look like. Although there is dis-
cussion in professional circles of a “lighter version”
of the SMEs’ ESG standards (in comparison to
large companies), this topic still causes great nerv-
ousness among SMEs. SMEs fear of a significant
increase in the administrative burden placed on
them.
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4.1 Administrative burden on entrepreneurs
operating in the Czech Republic

The Ministry of Industry and Trade of the Czech
Republic (2023) carried out research aimed at
identifying the amount of administrative burden
placed on entrepreneurs operating in the Czech
Republic in 2022. According to the research re-
sults, a total of 1,789 obligations were identified,
which are found in 167 legal regulations. The high-
est administrative burden is caused mainly by the
legislation handled by the Ministry of Finance of
the Czech Republic, followed by the Ministry of
Labour and Social Affairs of the Czech Republic
and the Ministry of Industry and Trade of the
Czech Republic. Interesting is also the overview
that divides the obligations according to their ori-
gin (see Chart No. 1)

According to the research of the Ministry of In-
dustry and Trade of the Czech Republic (2023), it
was also found that in terms of the frequency of
fulfilling obligations, a total of 84 % of obligations
must be fulfilled by entrepreneurs operating in the
Czech Republic once a year, 12% of obligations
more than once during the year and 4 % of obliga-
tions even less frequently.

Chart 1 » Obligations according to their origin

56%

B CategoryA [ Category B

The Ministry of Industry and Trade of the
Czech Republic (2023) research also points out an
interesting fact regarding the obligations of entre-
preneurs in terms of the specification of the busi-
ness entity. It was found that legal entities are sub-
ject to 19% of the obligations, natural persons are
subject to 6% of the obligations, and both groups
of entrepreneurs are simultaneously subject to
75% of all obligations identified in the research of
the entrepreneur’s administrative burden. The re-
sults show that the administrative burden imposed
on entrepreneurs — natural persons, who are the
majority in the Czech Republic in the SME catego-
ry (about 76 %), is significant.

4.2 ESG reporting for SMEs
in the Czech Republic

Awareness of the impending ESG reporting obliga-
tion for SMEs is currently not very high among
SME:s in the Czech Republic. The Czech Chamber
of Commerce reports that more than 80 % of self-
employed and small businesses mistakenly believe
that they are not affected by the CSRD.

Similarly, the results of the survey of the Asso-
ciation of SMEs and Crafts of the Czech Republic

6%

38%

Category C

Source: Own processing based on data from the Ministry of Industry and Trade of the Czech Republic (2023) (Notes: Catego-
ry A — obligation, the content and form of which have been transposed from an EC/EU requlation — European Commission
Regulation); Category B — obligation, the content of which has been transposed from an EC/EU regulation, but the form of
provision is within the competence of the competent authorities of the Czech Republic — European Parliament and Council
of the European Union Directive); Category C — national legislation).



In the social field, the focus of responsible enterprises should be on issues both
within the enterprise and in its environment. Internally, a responsible enter-
prise should pay sufficient attention to employee care, health and safety in the
workplace, respect for human rights, employee training and development,
non-discrimination against certain groups of employees, etc. However, the so-
cial dimension also includes the objectives of the Corporate Responsibility
Policy. A responsible business should maintain a good relationship with the
community in which it does business, pay sufficient attention to supplier-cus-
tomer relations, charity, consumer protection, etc.

(2023) show that 2/3 of the respondents to the sur-
vey among SMEs operating in the Czech Republic
do not know what ESG reporting mean to them yet.
Quite interesting is also the fact that 71 % of SME
respondents stated that they do not plan to invest
in ESG reporting at all in the next year 2024. This
attitude is partly understandable because the ex-
pected date for ESG reporting for selected SMEs is
not until 2027. On the other hand, this approach is
also somewhat irresponsible, because SMEs in-
volved in supply chains are likely to need to report
this data much earlier, and to a sufficient quality
that large enterprises will demand.

According to the Association of SMEs and
Crafts of the Czech Republic (2023) research, the
main obstacles that SMEs currently cite in terms of
implementing ESG principles in their processes
are: unclear return on investment, lack of finance
and lack of information.

Another potential problem for SMEs is the obli-
gation under the CSRD that they need externally
verified their sustainability report by an independ-
ent third party. This verification should be provid-
ed by independent auditors. However, it is still not
yet precisely defined according to which standards
these reports should be audited.

The question therefore remains whether the in-
troduction of ESG reporting in large companies,
which will have an impact on SMEs involved in
supply chains, will be an additional administrative
burden for these businesses. When looking at the

partial goals of ESG reporting, many SMEs already
unknowingly meet at least part of them.

When assessing the efforts of SMEs operating
in the Czech Republic to meet the environmental
objectives of ESG reporting, certain changes and
pro-environmental thinking are already evident.
SMEs have long been trying to reduce pollution
and to reduce their resource consumption. To
some extent, this is also related to the fact that
SMEs have been pushed in recent years to reduce,
for example, energy consumption, as energy prices
in the Czech Republic are extremely high and thus
significantly impair the competitiveness of their
products and services.

In the social area, it is SMEs that have been very
strong in the long term. Knowing the needs of their
employees and striving to maintain their further
development, despite limited financial resources,
is characteristic of them. SMEs also know their so-
cial environment very well. This means the vil-
lage/town, district, or region in which they do
business. SMEs are very often involved in the life
of the local community and consider themselves
an part of it. In the area of customer relations,
SMEs are characterized by being very familiar with
their customers’ needs and are much better and
faster (than their large competitors) at responding
to changes in their customer preferences.

Regarding to governance area, SMEs operating
in the Czech Republic aim for maximum transpar-
ency. The company values its reputation and is
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typically a tax resident of the Czech Republic,
which means they pay taxes in the Czech Republic
according to the current Czech legislation.

S. Discussion and conclusion

The introduction of the CSRD mainly apply to
large companies and only a selected part of SMEs
(known as listed SMEs). However, the problem re-
mains that non-listed SMEs involved in supply
chains will also have to report ESG information.
They will have to satisfy their large customers, in-
vestors, or banks.

Meanwhile, the European Union declares on
that SMEs will be able to take advantage of simpler
voluntary reporting standards that should make
ESG reporting easier for them. In addition, the
scope of information that large companies can ask
SMEs to provide will be limited. However, no spe-
cific limits or restrictions have yet been agreed.
This situation raises several unanswered questions
among SMEs and a fear of a further increase in the
administrative burden imposed on them.

According to the results of the Association of
SMEs and Crafts of the Czech Republic (2023) sur-
vey approximately 75% of SMEs operating in the
Czech Republic have no idea that they are likely to
face additional significant administrative burdens
for which they have not even started to prepare.
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ESG reporting for small and medium-sized enterprises in the Czech Republic: a beneficial
tool or just an additional administrative burden?

ABSTRACT

This paper deals with the issue of ESG reporting, with an emphasis on the small and medium-sized enter-
prises reporting obligations. The method of systematic literature review and comparative methods were used
in the research. The main aim was to assess whether the introduction of ESG reporting concerning large
companies according to the CSRD will have an impact on SMEs operating in the Czech Republic. The main
attention was focused on the administrative burden associated with ESG reporting affecting this type of
business entities. The research results disclose a negative impact of the ESG reporting introduction on the ad-
ministrative burden of SMEs operating in supply chains.
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1. Introduction

Employee benefits are nowadays a common or in-
tegral part of employer presentation and at the
same time a frequently accentuated subject of in-
terest for employees and job seekers, not only
within the business, but also within the public and
non-profit sectors. They are mentioned in the con-
text of the employee care system itself, but also as
a complementary tool within reward, motivation,
performance management, training and develop-
ment, succession and career management systems.

A comprehensive definition of the concept of
employee benefits (also referred to as employee
benefits, employee care instruments, etc.) may be
a relatively difficult task, especially in view of their
considerable diversity, but in general terms, the
authors of specialist publications (cf. Armstrong,
Taylor, 2020; Koubek, 2015; Dressler, 2014; Arm-
strong, 2009; Urban, 2011) agree that it is the distri-
bution of financial, non-financial tangible or even
intangible benefits that employees receive from
their employer precisely because they work or
have worked or will work for the employer. This
also makes employee benefits fundamentally dif-

ferent, from a managerial, personnel and econom-
ic point of view, from remuneration (wages or sal-
ary) granted and paid to an employee for the work
he or she does for the employer, whatever its form
and nature. Nowadays benefits are also seen as a
key tool for building employee engagement (Jez-
kovd, 2016). This is why it is important to examine
the relationship between benefits and employee
satisfaction. Employees’ satisfaction, and specifi-
cally their satisfaction with their reward, is key in
influencing their affective reaction toward the
firm, and consequently in influencing their behav-
iour (Lawler, 1981; Williams et al., 2002). The ef-
fect of compensation satisfaction on aspects of
employees’ attitude and behaviour such as organi-
zational commitment have been analysed in many
studies (e.g. Baran et al., 2012; Ding, 2015; Jayas-
ingam, Yong, 2013; Miceli, Mulvey, 2000), job sat-
isfaction (e.g. Hofmans et al., 2013).

2. Employee benefits: from past
to present

Although the historical precursors of today’s em-
ployee benefits can be considered, with some ex-
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aggeration, e.g. various forms of loyalty rewards
granted by the monarch to his subjects, etc., the ac-
tual emergence of benefits can only be linked to
the period of the accumulation of industrial pro-
duction and the rise of modern modes of transport
— shipping, rail transport (Kim, 2022).

Employee benefits at that time are now mostly
taken for granted as part of the regulation of the re-
lationship between employee and employer, typi-
cally in the form of guaranteed maximum working
hours with time off on a specified day, reduced
working hours for children, entitlement to com-
pensation in the event of work-related injury or
death. Other employee benefits related to civil
servant positions, whether in the public or private
administration, in the form of entitlements to re-
tirement benefits, loyalty payments, pensions.

The Zlin entrepreneur Tomda$ Bata came up
with a ground-breaking offer of employee benefits
in the territory of the first republic of Czechoslova-
kia, although most of the benefits he offered his
employees were primarily aimed at rationalising
production and making the company as a whole
more efficient (personal interest-bearing accounts
for employees maintained by the company, the
Bata School of Work, etc.). Others, however, un-
doubtedly do not deny the character of employee
benefits, whether it was the provision of housing
for Bata’s co-workers (as he called “his” workers)
in houses, apartment buildings and dormitories
built by Bata’s factories, the provision of education
for employees’ children, rest leave of at least 7 days
a year introduced in 1925, access to sports activi-
ties and culture, especially in the form of film
screenings, etc. (Rybka, 2017).

Employee benefits were not unknown even in
socialist Czechoslovakia, starting in the 1950s.
One can mention, for example, company recrea-
tion, which in later years was sponsored both by
individual enterprises and by the so-called Revolu-
tionary Trade Union Movement (i.e. the employ-
ees’ trade union organisation) in the network of
special recovery centres of the ROH and other co-
operating entities. Contributions to medical sup-

plies and aids (e.g. glasses) for employees and
their families, contributions to summer stays and
children’s camps, tickets to theatres and various
cultural events, company-organised sightseeing
and holiday trips, loyalty bonuses for years of ser-
vice or bonuses on the occasion of important life
anniversaries, and many others were common.
Among the employee benefits that were really ap-
preciated and generally very valuable at that time
were undoubtedly the possibility of being allocat-
ed a company flat or of obtaining a cooperative flat
more quickly. On a global scale, since the 1960s,
major employers have been trying to individualize
employee benefits in the direction of the specific
needs of individuals, as evidenced, for example, by
the so-called cafeteria plans, which subsequently
became the subject of regulation in the US federal
tax code (Internal Revenue Code) in 1978 (Arm-
strong, 2020; Dressler, 2014).

Nowadays, we can encounter employee bene-
fits in a very wide range of titles, types, forms and
specific forms. The reasons for their provision os-
cillate from the obligation imposed by legislation
or other applicable norms, through increasing the
employer’s competitiveness on the labour market
and the implementation of desirable employer
branding, to the actual expression of the employ-
er’s interest in the needs of employees, the promo-
tion of their loyalty to the employer and mutual co-
hesion, or the reward for loyalty and retention in
the employment relationship with the company. In
some cases, however, it can also be a tool for ma-
nipulating employees, typically by covering up
shortcomings, such as unattractive levels of remu-
neration for the performance of one’s own work or
poor working conditions through massive promo-
tion of seemingly attractive employee benefits.

2.1 Categorisation and specification
of employee benefits

As regards the typology of employee benefits,
there are a number of possible aspects (ways) of
categorising them. As already mentioned above,



some of them are compulsory for employees by
law or by virtue of an existing collective (trade un-
ion) agreement, while others are implemented by
employers on an optional basis. According to Ur-
ban (2011) we can further divide employee bene-
fits into financial, quasi-financial, non-financial
tangible, non-financial intangible or their various
combinations, from another perspective we can
talk about benefits offered and granted across the
board or selectively, benefits implemented in a pre-
defined form or adjusted according to individual
needs (see the above-mentioned system of so-
called “financial benefits”). We can also refer to
the system of cafeterias, which can be likened to a
kind of e-shop of employee benefits traded for
points gradually earned during the employee’s ten-
ure in the company), benefits granted periodically
or non-periodically, etc. (Armstrong, 2020; Kou-
bek, 2015; Dressler, 2014; Armstrong, 2009).

An important aspect of the categorisation of
employee benefits is also their tax deductibility,
which has undergone quite significant changes in
the Czech Republic since the beginning of 2024.
From this perspective, the most economically ad-
vantageous benefits are those that are a tax deduct-
ible expense for the employer and at the same time
their value does not affect the employee’s income
tax base or the assessment base for social security
and health insurance premiums (Machdacek, 2021,
Berdnek, 2024).

From the perspective of the nature and form of
specific employee benefits, individual authors and
sources divide them very differently (Armstrong,
2020; Koubek, 2015; Dressler, 2014). However,
their views usually distinguish between employee
benefits related to the performance of work (or-
ganisation of working hours, telework, working
conditions and aids, travel compensation), to rest
and regeneration enabling quality performance of
work (meals, breaks at work, holidays, conditions
in case of incapacity for work), to the provision of
current living needs (accommodation or housing
allowances, transport to/from work, company
nurseries and children’s groups, working from

home, support in dealing with difficult situations)
or future life needs (contributions to pensions and
supplementary insurance) and health, body and
mind care (contributions to optional health care,
cultural and sporting activities, education and per-
sonal development).

Among the currently emphasized and frequent-
ly requested by employees are employee benefits
supporting the so-called work-life balance, i.e.
an effective balance between work and private
life (family-friendly company, kids-friendly office,
dog/pet-friendly office, etc. However, it is possible
that, just as we now consider employee benefits
from the late 19th century to be a natural part of
the relationship between employers and their em-
ployees, the above-mentioned modern employee
benefits will be quite common and inherent ele-
ments of the employment relations of the future.

3. Methodology

Current issues of employee benefits in the post-
covid era were investigated by a questionnaire
survey conducted through employees in different
types of organizations in the Czech Republic be-
tween March 2023 and June 2023. The question-
naire consisted of three main parts — (1) chara-
cteristics of the employee respondent, a part
concerning the employee benefits and (3) charac-
teristics of employer and it had 36 questions in
total.

Regarding the nature of the data, an elementary
statistical analysis of selected company identifica-
tion data — territorial scope and number of em-
ployees — was first performed, and then descrip-
tive statistical analyses were performed. Data were
analysed using more advanced functions of MS Ex-
cel and the statistical program Statgraphics Centu-
rion.

A total of 326 subjects filled out the question-
naire. First, a descriptive statistical analysis of se-
lected factors from the descriptive part related to
information about the subjects was performed.
Furthermore, a basic statistical analysis of the sub-
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jects regarding the number of employees was car-
ried out. Out of a total of 326 subjects, 300 provid-
ed this information.

4. Results

Table 1 illustrates the results of the basic statistical
analysis. This table shows summary statistics for
all surveyed companies. It includes measures of
central tendency, measures of variability, and
measures of shape. The standardised skewness
and standardised kurtosis are of particular inter-
est, which can be used to determine whether the
sample comes from a normal distribution. Values
of these statistics outside the range of -2 to +2 indi-
cate significant departures from normality, which
would tend to invalidate any statistical test regard-
ing the standard deviation. In this case, the stand-

Table 1 » Summary Statistics for all companies

ardised skewness value is not within the range ex-
pected for data from a normal distribution. The
standardised kurtosis value is not within the range
expected for data from a normal distribution.
From the values shown in Table 1, it is clear that
both the size of the companies — according to the
number of employees, and the companies that par-
ticipated in the questionnaire survey, where 25%
of companies employ the same or less than 23 em-
ployees and 75% of companies employ less than or
equal to 550 employees, only 25% of companies of
the surveyed sample employs equal to or more
than 550 people. The median value is 110 — i.e.
50% of companies employ less than or equal to
110 employees, and at the same time, 50% of com-
panies employ equal to or more than 110 employ-
ees. The results of the basic statistical analysis
without the three extremes are interesting — i.e.

Quantity Value

Count 300
Average 23 407.9
Median 110.0
Mode 50.0
Variance 62 885 300 000
Standard deviation 250 769
Coeff. of variation 1071.3%
Standard error 14 478.2
MAD 100.0
Minimum 0
Maximum 4000 000
Range 4000 000
Lower quartile 23.0
Upper quartile 550.0
Stnd. skewness 100.787
Stnd. kurtosis 769.178
Sum 7022380
Source: own



Figure 1 » Scatterplot from all values
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Table 2 » Summary Statistics for companies without extreme

Quantity Value

Count 297
Average 2 462.55
Median 100.0
Mode 50.0
Variance 94938 800
Standard deviation 9 743.65
Coeff. of variation 395.673%
Standard error 565.384
MAD 95.0
Minimum 0
Maximum 100 000
Range 100 000
Lower quartile 23.0
Upper quartile 500.0
Stnd. skewness 47.4689
Stnd. kurtosis 186.014
Sum 731377
Source: own

companies with up to 500,000 employees. The re-
sults are contained in Table 2.

Figure 1 shows the number of companies accor-
ding to their number of employees, and it is clear

from the figure that there are three extremes — it
further evaluates the data with extremes. Among
other interesting graphs that can help us visually
describe the given dataset is the histogram — for all
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Figure 3 » Scatterplot from data of companies
without extreme
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Source: own

investigated companies it is shown in Figure 2.
Then, it evaluates the analyses without these three
extremes. From the histogram (see Figure 2), we
can see that the highest frequency distribution of
the variable is achieved by companies with up to
200 employees.

Even after omitting the extremes, according to
the results of the basic statistical analysis, see Ta-
ble 2, it is not data with a normal distribution, al-
though it was possible to “straighten out” the data
thanks to the abstraction of the extremes, but even
so it was not enough, but the telling abilities of ba-
sic descriptive statistics are more objective. Based
on the results, the quartile values show that 25% of
the surveyed companies employ the same or less
than 23 people, 50% of the companies employ the
same or less than 100 people. At the same time,
50% of the companies employ the same or more
than 100 people. The upper value of the quartile
shows that 75% of companies employ less than or
equal to 500 employees (i.e. 25% of companies em-
ploy equal to or more than 500 employees). Figure
3 — Scatterplot and Figure 4 — Histogram show a
basic overview of how the data looks graphically.

From the histogram of data cleaned of extremes
(see Figure 4), this adjustment helped the dataset.
Still, despite this, there is a large concentration of
data — for companies with up to two hundred em-
ployees, although from Figure 4, it is evident that

Figure 4 » Scatterplot from data of companies
without extreme
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there is also a moderate concentration of compa-
nies that employ 200-400 and 300-500 people.

4.1 Selected results of the Analysis of
Employee Benefits in the Post-covid Era in
the Czech Republic

As already mentioned, a total of 326 companies
filled out the questionnaire. From the previous de-
scriptive statistics of selected basic characteristics
of these companies — territorial operation and
number of employees, these are the companies op-
erating in the Czech Republic and companies that
employ a maximum of 50 employees (modal val-
ue) and median (50% quartile) value of the num-
ber of employees is 110. Now, we will focus on se-
lected results from the questionnaire survey — em-
ployee benefits and their satisfaction with them.
This pivotal part of the questionnaire was in the
second part and consisted of 18 questions. Here
we will focus on the results from question No. 11
(11. What benefits does your employer currently
offer you?), which had 23 multiple-choice an-
swers), question 15 (15. Were your expectations
regarding benefits before entering the current la-
bour-legal relationship?), which had three possible
answers, No. 18 (18. Are you satisfied with the cur-
rent set of benefits at your employer?), which had
10 multiple-choice answer options and question



No. 19 (19. Do you think the current benefits have
an effect on your satisfaction with work?), where 6
answers were possible, while two answers (I don’t
know, I can’t judge, and I have not thought about
it) were combined for statistical processing. The
answers to the individual questions are analysed
below.

Question 11: What benefits does your employer

currently offer you? Answers (multiple-choice):

a) none,

b) 13th and 14th salary,

c) flexible working hours,

d) possibility of working from home (home office),

e) progressive performance components of wages,

f) profit shares,

g) meals at a discounted — subsidized price,

h) allowances for meals in the company’s own fa-
cility,

i) meal vouchers,

j) meal plan flat rate,

k) refreshments at the workplace,

1) additional leave,

m) sick days,

n) insurance contribution,

o) allowance for education,

p) allowance for leisure activities,

q) mobile phone,

r) laptop,

s) company car for personal purposes,
t) multi-sport card,

u) Cafeteria system,

v) discount on company products/services,
w) other (please specify which): ............

The basic analysis results are summarised in
Figure 5, where two auxiliary lines are shown at
the 25% level — i.e. the lower quartile and at the
75% level, i.e. the upper quartile. It is clear from
the results that the values of the lower quartile
within the YES answers and higher values are
achieved by answers of the following types:

c) flexible working hours,
d) possibility of working from home (home office),

Figure 5 » The results of the analysis of the answers to Q11
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Figure 6 » The results of the analysis of the answers to Q15

% YES

% NO

% no expectations

Source: own

i) meal vouchers,

k) refreshments at the workplace,

1) additional leave,

m) sick days,

q) mobile phone,

r) laptop,

t) multi-sport card,

v) discount on company products/services.

Question 15: Were your expectations regarding
benefits fulfilled before entering the current em-
ployment-legal relationship? Answer:

a) yes,

b) no,

¢) I'had no expectations.

The results of the analysis of answers to Q15 see
in Figure 6.

One interesting fact emerged from this re-
search: 50% of respondents had no expectations
regarding benefits before entering the current em-
ployment-legal relationship. The theory appeals to
the fact that people choose their employers, among
other things, based on the benefits they provide
(Horvathovd et al., 2016) as well as published em-
pirical experience from the practice of mainly Gen-
eration Z do (Jezkovd, 2016; Patdkovd, 2023). For
almost 40% of the respondents, the expectations
regarding the benefits were met, and only 11% of
the respondents did not meet these expectations.

Question 18: Are you satisfied with your employ-

er’s current set of benefits? Answers (multiple-

choice):

a) yes, I consider them fair,

b) yes, I consider them sufficiently motivating,

¢) yes, they make me need to increase my work
performance,

d) yes, but with some minor reservations,

e) yes, but with some serious caveats,

f) no, he does not consider them to be correctly
set,

g) no, they do not adequately consider the merits/
performance of the employee,

h) no, they do not have the appropriate value or fi-
nancial benefit for employees,

i) no, they do not correspond to the real needs of
employees,

j) Tcan’t express myself / I can’t assess this.

The results of the basic analysis of the answers
to Q18 are summarized in Figure 7, where two aux-
iliary lines are also shown, at the level of 25% — i.e.
the lower quartile and at the level of 75%, i.e. the
upper quartile. It is clear from the results that only
one sub-answer reaches the values of the lower
quartile within the range of YES answers and high-
er values, namely a) yes, I consider them fair. Oth-
er numerous answers (but below 25%) include b)
— yes, I consider them sufficiently motivating and
d) yes, but with some minor reservations.



Question 19: Do you think the current benefits in-
fluence your satisfaction with work? Answers
(from the six possible answers, 5 scale answers
were created for the needs of more advanced anal-
yses (two answers were combined — I don’t know,
I can’t judge, and I have not thought about it)):

a) definitely yes;

b) rather yes;

¢) Idon’t know, Ican’tjudge /I didn’t think about it;
d) rather not;
e) definitely not.

As mentioned above, 50% of respondents had
no expectations regarding employer benefits, but
this analysis of the answers to Q19 showed (results
see Figure 8) that for 36% of respondents’ benefits

Figure 7 » The results of the analysis of the answers to Q18
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Figure 8 » The results of the analysis of the answers to Q19
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have (rather yes) an effect on job satisfaction, defi-
nitely yes this is reported by 19% of respondents
(in total, i.e. 55% of respondents. Definitely no ef-
fect of benefits on job satisfaction is reported by
5% of respondents and rather no effect by 24% (in
total, i.e. 29%) of respondents. They cannot assess
whether they have not thought about this effect in
total 17% of respondents.

S. Discussion and conclusion

The article dealt with the impact of the post-covid
era on employee benefits and satisfaction with
them in the Czech Republic. Its aim was to analyse
the current application of benefits in the condi-
tions of Czech companies from the point of view of
their employees, with regard to their satisfaction,
while also dealing with the changes that have oc-
curred in the provision of benefits to employees by
employers in the period after the Covid-19 pan-
demic. The results presented in the article showed
that employees consider flexible working hours,
sick days and the possibility of working from home

(home office), which is one of the consequences of
the post-covid era. However, it is interesting that
before starting work, half of the respondents had
no expectations regarding the benefits offered by
the future employer — only 39% had any expecta-
tions, but the employees are generally satisfied
with the benefits offered (more than 25% of the re-
spondents said — yes, I consider them fair). When
evaluating the effect of benefits on job satisfaction,
19% said definitely yes, rather yes 36% and defi-
nitely not 5% and rather not 24% of respondents.
Further research will focus more deeply on analys-
ing the current application of benefits not only
with regard to employee satisfaction, but especial-
ly on their motivation and ability to achieve higher
performance.
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Among the currently emphasized and frequently requested by employees are
employee benefits supporting the so-called work-life balance, i.e. an effective
balance between work and private life (family-friendly company, kids-friend-
ly office, dogl/pet-friendly office, etc. However, it is possible that, just as we now
consider employee benefits from the late 19th century to be a natural part of
the relationship between employers and their employees, the above-men-
tioned modern employee benefits will be quite common and inherent ele-
ments of the employment relations of the future.
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Employee benefits in the post-covid era in the Czech Republic: reality, expectations, chal-
lenges

ABSTRACT

The paper deals with the impact of the post-covid era on employee benefits and satisfaction with them in the
Czech Republic. Its goal is to analyze the current application of benefits in the conditions of Czech compa-
nies from the point of view of their employees, with regard to their satisfaction, while also dealing with the
changes that have occurred in the provision of benefits to employees by employers in the period after the Cov-
id-19 pandemic. It is based on the statistical processing of the results of interviewing employees, including
foreigners, in various types of companies in terms of size and character (focus of their business activity)
throughout the Czech Republic. Regarding the nature of the data, an elementary statistical analysis of select-
ed company identification data was first performed, and then descriptive statistical analyses were per-
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formed. Data were analysed using more advanced functions of MS Excel and the statistical program Stat-
graphics Centurion. The results presented in the article showed that employees consider flexible working
hours, sick days and the possibility of working from home (home office), which is one of the consequences
of the post-covid era. However, it is interesting that before starting work, half of the respondents had no ex-
pectations regarding the benefits offered by the future employer, but the employees are generally satisfied
with the benefits offered. When evaluating the effect of benefits on job satisfaction, they definitely have a
significant impact on employees’ satisfaction; 55% of respondents said definitely yes and rather yes; 29% of
respondents definitely not and rather not.
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Employee Benefits; Post-covid Era; Czech Republic
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1. Introduction

Accounting for receivables is among the most com-
mon accounting operations at all. Receivables are
part of the current assets of a company, and even
though they do not have a tangible nature, they
typically constitute a significant portion of assets
on the company’s balance sheet. Receivables rep-
resent the right of a creditor to demand something
from a debtor as a counter-value for certain provid-
ed performance, usually certain amount of money.
However, even though the debtor has the obliga-
tion to fulfil this claim, it is not unequivocally cer-
tain that he will indeed do so. The accounting
must react to this fact by creating so-called adjust-
ing entries for receivables to report correct net
amounts of receivables in accordance with the
principle of true and fair view and the prudence
principle.

The question, however, is in what manner, i.e.,
to what extent and according to what rules to cre-
ate adjusting entries for receivables and thereby
ensure the best fulfilment of the above-mentioned
accounting principles? The research presented in

this article focuses on developing a sophisticated
method for evaluating receivables in large enter-
prises and creating adjusting entries for receiva-
bles as accurately as possible with respect to ac-
counting principles.

The basis for creating this method is the so-
called multicriteria credit rating method (Novotny,
Krakowczykovd, 2013), which will be modified for
the purpose of its application in accounting, mean-
ing that it provides precise results while not being
overly time and administratively demanding.

In the field of receivables there is also another
hot topic, which is the issue of foreign currency
receivables. In the last few years, in the Czech
accounting environment there were professional
discussions regarding the correctness of a Czech
regulation of the accounting of foreign currency re-
ceivables. A National Accounting Board (NAB) is-
sued several interpretations in respect to this topic,
which were inspired by the approach of Interna-
tional Accounting Standards and its concept of ex-
change rate risk. Therefore, this paper also aims to
find out, how is this approach perceived by the
Czech professional community.

European Forum of Entrepreneurship 2024

221



e
—
N

~
o0
—

—
-

222 Proceedings of the 17" International Scientific Conference

2. Methodology

This research paper is divided into two parts,
which are connected, however, for a clarity of this
paper it is better to take them as separate parts.
The first part refers to the issue of multi-criteria
rating method (MRM) and the second part discuss-
es the issue of foreign currency receivables.

To achieve the objective of this research paper,
a questionnaire survey was carried out and sugges-
tions of 298 experts, members of trusted profes-
sional chambers — the Chamber of Tax Advisors of
the Czech Republic, the Chamber of Auditors of
the Czech Republic, and the Chamber of Certified
Accountants — were collected. The questionnaire
results provided us with all the necessary out-
comes to answer all the research questions, which
were designed to be able to modify the MRM for
the purpose of its use in accounting and to find out
how the Czech professional community perceive
the NAB’s interpretations regarding the foreign
currency receivables. The research questions are
as follows:

Is it sufficient to create adjusting entries for re-
ceivables (AE) only based on the overdue period of
the receivable? Or should other factors that deter-
mine the value of a receivable be considered when
determining the impairment of the receivable
(when creating the AE)? If so, is it appropriate to
use the MRM? What are its advantages and limita-
tions? In what size of entities is it reasonable to use
this method, or in what circumstances should it
not be used? What is the view of the professional
community on the NAB’s interpretation 1-42 “For-
eign currency receivables with an adjusting en-
try”? Do tax advisors and auditors or accountants
have different views on I-42 interpretation?

The structure of this paper is following:
 the literature overview of the issue of receiva-

bles management and the MRM in general,

» results of the questionnaire survey regarding
the use of MRM in accounting,

¢ an example of possible implementation of
MRM into the intercompany directives,

* the literature overview of the topic of foreign
currency receivables and the NAB’s interpreta-
tions,

» results of the questionnaire survey regarding
the perception of NAB’s interpretation [-42,

e discussion of all the results and implications
into practice.

The specific procedures and formulas used for
the research are described in the following relevant
chapters.

3. Receivables management in the company

A well set up receivables management system is an
absolute necessity in preventing problematic re-
ceivables. If overdue receivables arise, this man-
agement system should help to solve the situation
in the most efficient way possible.

Adusei (2017) points to the necessity to have a
well set up policy for managing receivables, which
contains mainly two phases. The first is a thorough
assessment of the customer and their ability to re-
pay their debts. Problematic and solvent clients
should be kept separately. The second phase is a
monitoring of receivables in terms of shares of the
company’s revenues, which should help to make
important decisions more efficiently in the future.
The author stresses also the importance of clearly
defining a plan for dealing with overdue receiva-
bles. This view is shared by other authors as well,
for example Krélovi¢ and Vlachynsky (2002) or
Siekelova et al. (2017), according to whom man-
agement of receivables is one of the most impor-
tant activities done by the company. The most im-
portant phase of this whole process is the
prevention, i.e. assessing the creditworthiness of
customers. It is therefore obvious that a prudent
businessman will carefully check the solvency of
his customers to whom he grants a trade credit and
monitor receivables already incurred. However,
even if these rules are observed, it is not possible
to avoid overdue receivables at all.

It is recommended to categorise them accord-
ing to their risk level. Perthen (2015) and Novotny



and Krakowczykova (2013) use the same classifica-

tion, which is possible to be freely modified:

1. standard — there is no reason to doubt the time-
ly fulfilment of the claim,

2. monitored — no loss is assumed, but the debt-
or’s rating has worsened since the claim was
made (hence they should be monitored),

3. non-standard — at least partial repayment is
highly probable, but full repayment is uncer-
tain because of the debtor’s credit rating,

4. high-risk — partial repayment is possible and
likely, but full repayment is highly unlikely
based on the debtor’s credit rating and

5. loss-making — receivables that are more than
one year overdue. Repayment is unlikely but
still possible in the future.

4. Valuation of receivables —
multicriteria rating method

The valuation of receivables can be understood in
two ways. One is the accounting view (valuation at
historical cost or fair value) and the other is the
economic view. “Valuation of a receivable is a pro-
cedure whereby we seek in principle to express the
risk of default or outright default of the debtor”
(Schonfeld, 2011). This economic view should be
important for us in accounting valuation, as the fi-
nancial statements are supposed to give a true and
fair view of the economic situation of the reporting
entity.

This brings us to the issue of adjusting entries
for receivables. In the Czech environment, these
are often created, for example, based on the age
structure of receivables only, to formally fulfil a le-
gal obligation to create them. The problem is that
the economic value of receivables is determined by
many other factors, such as the experience with
the debtor and his financial situation, the collater-
al of the receivable, the expected cost of its collec-
tion, etc.

Of course, large accounting entities use various
sophisticated methods to determine the impair-
ment of receivables very accurately, but no source

has yet been published that explains any of these
methods. That is why this paper explores the pos-
sibility of using the so-called multicriteria rating
method (MRM) described by Novotny and Kra-
kowczykovd (2013). It is based on the assessment
of various risk factors that affect the market value
of a receivable. These factors need to be catego-
rised by common characteristics into multiple
groups, as each factor has a different impact on the
impairment of the receivable. The factors are then
assigned a risk weighting from 0 (minimum risk)
to 1 (maximum risk). Once the respective rating
criteria have been assessed, the value of the receiv-
able is then calculated as follows:

CR = ﬁu -C)
j

CR = creditworthiness ratio of a receivable

where:

N = number of risk factors
C; = a rating coefficient expressing the level of risk
according to each criterion

However, the market value of the claim must
also consider the expected costs of its collection.
After taking these into account, the market value
of the receivable is obtained using the following
formula:

MV=NVx(CR-CC)

where:

MYV = market value of a receivable

NV = nominal value of a receivable

CR = creditworthiness ratio of a receivable

CC = cost coefficient, which is the ratio of the ex-
pected cost of recovery to the nominal value of the

receivable, or:
N
1_[(1 —c)- CC]
i

As regard the C;criteria, it is possible to distin-
guish, for example, the following 3 criteria:

MV = NV X

1. criterion — evaluation of the legal status of the
receivable, according to Schonfeld (2011) legal
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due diligence of the receivable (in practice, it is
the time after the receivable is due and other
formalities that may affect the claim’s enforcea-
bility in the case of court proceedings).

2. criterion — assessment of the debtor’s willing-
ness to repay (e.g. the willingness to accept se-
curity instruments, acknowledgement of the
debt, acceptance of contractual penalties or
simply quality and transparent communica-
tion).

3. criterion — evaluation of the debtor’s financial
situation — rating of the debtor (e.g. a financial
analysis can be carried out considering the pre-
vious experience with a debtor and his general
credibility)

S. Multicriteria rating method and its
application in accounting — results

As was said in the methodology part, the question-
naire survey was carried out in order to answer the
research questions defined in the methodology
chapter. The results of the survey show that the
time factor is clearly not the only factor that deter-
mines the impairment of a receivable (according to
93.3% of respondents). This seems to be self-ex-
planatory, however, many accounting units do not
reflect this at all. For us, this at least confirms the
purpose of the research.

In addition, respondents were asked whether
they thought that, in the context of the previous

question, entities should take also consider factors
other than time when making adjusting entries for
receivables, such as experience with business part-
ners and their financial position or certain legal
and formal aspects of the receivable, if appropriate
given the nature of the receivable. It turned out
that 87 % of respondents thought that these factors
should be considered. Only 9 % did not think so
and the remaining 4% of respondents used the self-
response option. From these we learn mainly that
the materiality of the receivable should be taken
into account, as the use of a any sophisticated
method would not make economic sense for small
(non-material) receivables.

The answers to the next question indicate that
the company should take care of the prevention of
problem receivables through debtor assessment,
both before the contract is concluded and during
the business relationship. 90 % of the respondents
were in favour of this answer, only 2 % did not
think so and 8 % again used the option of their own
comments. The comments suggest that thorough
debtor’s assessment does not need to be carried
out for every small transaction, therefore, as in the
previous case, it is a good idea to determine the
materiality from which these processes will be car-
ried out. Further, then, that debtor ratings are im-
portant, but the economic benefits should exceed
the cost of performing these complex administra-
tive processes.

The next question was aimed at understanding

Graph 1 » The general quality of creation of adjusting entries for receivables in the Czech companies

In your opinion, is it generally possible to conclude that
companies' internal regulations regulate the creation of
adjusting entries for receivables in such a way that they
comply sufficiently with the principle of prudence and
the principle of a true an

Probably not
53%

Source: own work

Definitely yes
Definitely not 2%
5%

Rather yes
39%

[ CategoryA [ Category B

Category C



Graph 2 » Would experts from praxis use the multi-criteria rating method in companies of different si-

zes?

Small

B Definitely yes [l Ratheryes [ Probably not

Source: own work

the respondents’ opinions on the current state and
quality of the creation of AE for receivables in
Czech accounting units. The results are shown in
the graph 1.

Although the results here are not unequivocal,
it is clear (also from the open answers) that the re-
spondents have practical experience with the prob-
lem of incorrect creation of AE for receivables.
Next, the questionnaire dealt specifically with
MRM and its use in accounting, specifically in ac-
counting units according to their size. After the re-
spondents were introduced to the principle of this
method in detail, it became clear that, for example,
in large accounting units, MRM or a similarly so-
phisticated method is a necessity. See the follow-
ing graph for more details.

In general, we can say that in medium-sized ac-
counting units the method is applicable, in large
ones it is almost necessary. In small entities, on the
other hand, the use of the MRM is generally not
recommendable, and in most cases, it is possible
to use just the overdue basis for the creation of AE
for receivables.

The main benefits of MRM were cited by re-

54%

Medium

T s6%

Large

Definitely not

spondents as improving the true and fair view of
the value of receivables in the company, reducing
the risk of insolvency due to not paying customers
and reducing the risk of the occurrence of overdue
receivables due to the systematic assessment of
debtors.

However, there are also disadvantages associat-
ed with the method, namely the increased admin-
istrative and time requirements of its use and the
possible level of subjectivity in assigning coeffi-
cients to individual evaluation criteria. The admin-
istrative and time requirements are certainly a val-
id point, but as already mentioned, the condition
for using the MRM is that the benefits must be
greater than the costs. The biggest problem, how-
ever, lies precisely in the assignment of coeffi-
cients to the evaluation criteria. This can be practi-
cally solved, for example, by creating certain tables
where a verbal rating is created for each evaluation
criterion and a coefficient is assigned to it. This
system would need to be developed individually in
each entity according to its personal experience.

However, there is another problem with MRM,
which is the multiplication of coefficients in the
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calculation of the amount of AE. Novotny and Kra-
kowczykovd (2013) multiply the coefficients in
their formula and then multiply the obtained vari-
able CR (creditworthiness ratio) by the nominal
value of the receivable. However, this method is
highly non-intuitive for accounting purposes be-
cause the coefficients cannot be assigned based on
the extent to which a given criterion is met, but in
a way that does not disproportionately reduce the
nominal value of the receivable after multiplying
the coefficients. In practice, this leads to inaccu-
rate results where the receivable may be signifi-
cantly undervalued as a result.

That is why a new formula, which uses the
method of weighted arithmetic average of the indi-
vidual coefficients, was designed. The formula for
the calculation of the amount of creation of AE for
relevant receivable newly looks as follows:

C, + Cy+...C
AE = NV — NVX (T)

where:

AE = adjusting entry (the amount of the impair-
ment of the receivable)

NH = nominal value

C; = a rating coefficient expressing the level of risk
according to each criterion

n = the sum of the weights of the individual evalu-
ation criteria (may or may not be equal to 7)

The advantage of this new approach is a more
realistic view of the impairment of the receivable.
In addition, it is possible to assign weights to each
criterion, as each can (and probably does) have a
different impact on the value of the receivable.

6. Example of a part of an internal
company directive

Section 1 — Accounting adjusting entries for
small (non-material) overdue receivables.

For overdue receivables with a nominal value or
the nominal value of the foreign currency receiva-
ble converted at the daily exchange rate of the
Czech National Bank (CNB) at the date of creation
of the AE lower than ........ (amount) CZK, the AE
for receivable is created in the following manner
according to the time overdue of a receivable:

Section 2 — Accounting adjusting entries for

material overdue receivables.

(1) For overdue receivables with a nominal value or
the nominal value of the foreign currency re-
ceivable converted at the daily exchange rate of
the CNB at the date of creation of the AE lower
than .......... (amount) CZK, the AE for receiva-
ble is created using so-called multi-criteria rat-
ing method. At the date of a creation of an AE,
the level of fulfilment of these three evaluation
criteria is assessed:

1. criterion — the period after the due date of the
receivable, (formalities that affect the en-
forceability of the receivable in potential
court proceedings may also be taken into
consideration),

2. criterion — the debtor’s willingness to repay
the receivable (level and promptness of
communication, willingness to accept secu-
rity instruments, acceptance of contractual
penalties, etc.),

Table 1 » The example of creation of adjusting entries for receivables in case of non-material receiva-

bles.

Time overdue The amount of an AE

More than 6 months 25%
More than 12 months 50 %
More than 18 months 75 %
More than 24 months 100 %




3. criterion — the debtor’s financial situation
and previous experience with the debtor.
This criterion is evaluated in two possible
steps:

— If information about the debtor’s finan-
cial situation is not available, the compa-
ny will request data from the debtor. If
the debtor provides it, this is also an im-
provement on criterion 2 and criterion 3
is then assessed.

— If the debtor does not provide the infor-
mation, this is also a deterioration of cri-
terion 2 and a financial analysis of public-
ly available statements and information
in public registers follows.

— In both cases, past experience with the
debtor is considered (if it is a long-term
business partner).

Each criterion is assigned a coefficient and after

assigning the coefficient, the amount of the OP

is calculated according to this relationship:

C, + C, + Cs
AE = NV — NVx (T)

where:

AE = adjusting entry (the amount of the impair-
ment of the receivable)

NV = nominal value of the receivable

C,,; = a rating coefficient expressing the level
of risk according to each criterion

(2) It is possible to assign weights to the coeffi-
cients according to the importance of each indi-
vidual criterion. In this case, the method of
weighted arithmetic average is used.

(3) The final amount of the AE calculated using the
formula is then rounded up to the nearest thou-
sand.

(4) The legal aspects of the receivable are evaluated
by a legal specialist of a company.

(5)If it is possible to create AEs according to the
Reserves Act higher than the accounting AEs,
the above mentioned shall not apply.

7. Receivables and foreign currency

Another interesting and recently highly discussed
topic among the Czech professional community
was foreign currency receivables, especially the
problem of how to approach exchange rate conver-
sions in the case of foreign currency receivables
with an adjusting entry and advances provided in
foreign currency.

It is basically a three-level collision. The first
level is the effort to represent reality as accurately
as possible through accounting information, the
second level is the current approach accepted in
the Czech Republic, which is simpler and more es-
tablished, but does not fulfil the accounting princi-
ples so thoroughly. Finally, the third level is the
problem of how income tax will react to the ac-
counting solution. The whole problem is then cov-
ered by the concept of exchange rate risk as known
from International Financial Reporting Standards
(IFRS), specifically IAS 21 — The Effects of Chang-
es in Foreign Exchange Rates.

The first question is therefore how to approach
the recognition of exchange differences on foreign
currency receivables where an adjusting entry has
already been created. Here, the National Account-
ing Board’s interpretation refers specifically to the
IFRS concept of foreign exchange risk. Until now,
both the net value of the receivable and the portion
for which an AE has been made have been subject
to exchange rate conversion. However, this is in-
correct under the correct treatment of foreign ex-
change risk because only the portion of the receiv-
able for which the entity still expects future cash
flows should be subject to foreign exchange trans-
lation. Therefore, under National Accounting
Board’s (NAB) Interpretation 1-42, only the net
amount of the receivable should be subject to for-
eign exchange conversion (NAB, 2020a). The in-
sufficient regulation of foreign currency issues is
pointed out, for example, by Vasek (2019) or
Sramkova (2019). According to Vasek (2021), this
is the reason why Czech accounting units proceed
to exchange rate conversions in cases where there
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is no reason to do so because no exchange rate risk
has arisen.

However, the problem here is the inconsistency
with tax legislation, specifically the Act on Re-
serves for Determining the Income Tax Base.
According to this law, tax AE’s are made for the
unpaid balance sheet value of the receivable. How-
ever, the exchange rate conversion in fact changes
the balance sheet value of the receivable, which
implies that the amount of the AE should also
change so that the amount of the AE is the same in
percentage terms and only its nominal value in
Czech currency changes because of the exchange
rate change (see coll. 563/1991; coll. 586/1992;
coll. 593/1992).

The ultimate consequence of the new method
presented by the NAB is, among other things, the
impact on the corporate tax base. This is also why
there is still some uncertainty about the accept-
ance of this method by the tax authorities.

Perhaps even more concerning was the issue of
foreign currency advances provided. The NAB
published Interpretation I-43 (NAB, 2020b), which
states that advances paid for which no cash is ex-
pected to be returned (i.e., similar to 1-42, no fu-
ture cash flow is expected) are not subject to for-
eign exchange risk and therefore foreign exchange
conversion does not make sense. The Supreme Ad-
ministrative Court agreed with this in its judge-
ment 4 Afs 170/2021-35, which itself mentions the
interpretation in the judgement and refers to it as
to the correct solution. Thanks to this judgment, it
can be assumed that both the I-42 and I-43 inter-
pretations will be accepted by the tax authority
and, if not, the decision should be consistent with
the aforementioned judgment in the event of court
proceedings.

8. Receivables and foreign currency —
results

The questionnaire, which included research on the
multi-criteria rating method, also addressed the is-
sue of foreign currency receivables with an AE ad-

dressed in NAB’s Interpretation [-42. The question-
naire no longer included foreign currency advances
provided, as the Supreme Administrative Court
has already introduced new administrative prac-
tice in this area.

The questions on the interpretation of 1-42
sought the respondents’ opinion on whether they
agreed with the approach proposed by the NAB, or
whether they preferred the previously commonly
used method of recalculating the full gross value of
the receivable and accounting for the exchange dif-
ference arising from the recalculation of the AE as
an adjustment. The assumption was that different
professions would have different views on this is-
sue, so the results are categorised according to
which of the professional chambers the respond-
ent is a member of. Unfortunately, it was not possi-
ble to collect a higher number of responses from
certified accountants, but at least there are suffi-
cient responses from members of the Chamber of
Tax Advisers and the Chamber of Auditors. The as-
sumption of different views of the different profes-
sions was confirmed as can be seen in the table be-
low 2.

Unfortunately, the defect of this output is that it
was not possible to collect as many responses from
the members of the Chamber of Auditors and the
Chamber of Certified Accountants as from the
members of the Chamber of Tax Advisors, but
even so, the difference between the opinions of dif-
ferent professional groups is quite clear.

Even though the method according to the NAB,
i.e. exchange rate conversion of the net value of the
receivable only, wins narrowly overall, it is not
possible to generalise the result in this way be-
cause of the different sizes of the individual
groups. Indeed, if we look at the opinion of those
respondents who are members of the Chamber of
Tax Advisers only, the current statutory procedure
of converting only the gross value of the receivable
wins. However, for all other options, the new meth-
od according to the NAB wins quite clearly. The
greater scepticism of tax advisers who understand
tax the most is the indication of certain tax dis-



Table 2 » An opinion on the interpretation of National Accounting Board (NAB) I-42 Foreign Currency

Receivables with an Allowance.

| agree with:
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Chamber of Certified 3 5 3 4 1 16
Accountants (CCA) 19% 31 % 19% 25% 6%
Chamber of Tax Advisors 52 64 24 30 18 188
(CTA) 28% 34% 13% 16 % 10%
) 12 06 08 04 5 35
Chamber of Auditors (CA)
34 % 17 % 23 % 1 % 14 %
" 5 08 2 2 28
CTA, CA
39 % 18 % 29 % 7% 7%
" 5 5 1 3 25
CTA, CCA
44 % 20 % 20 % 4% 12 %
1 1 1 0 1 4
CA, CCA
25% 25% 25 % 0% 25 %
1 0 1 0 0 2
CTA, CA, CCA
50 % 0% 50 % 0% 0%
91 86 50 a1 30 298
Total
31% 29 % 17 % 14 % 10 % 100 %

crepancies. However, the other results show that
the new IFRS-inspired approach is generally per-
ceived as the more correct and preferred approach.
The questionnaire also asked about one more
thing, i.e. under what conditions the new method
(which is an alternative method to the existing le-
gal method) should be used and how to argue if it
is questioned by the tax administrator. The result-
ing recommendations for argumentation and the
conditions for using the method can be summa-
rised in the following points:
1. The use of the method is an alternative to the
statutory method and falls within the provi-
sions of Section 7(2) of the Accounting Act be-

cause the method under the Interpretation pro-
vides a more true and fair view of the financial
position of the entity by more accurately cap-
turing foreign exchange risk.

2. The method shall be applied consistently even
in situations where the tax effect is averse to the
entity.

3. All argumentation should be embedded in an
internal directive and described as clearly as
possible.

4. It is possible to record older accounting cases
where both methods are used. The result of the
survey can be described and subsequently used
as evidence of the intangible differences in us-
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ing one or the other method. This can also be
mentioned in an internal directive.

5. The case law of the Supreme Administrative
Court No. 4 Afs 170/2021-35 on foreign curren-
cy advances can be indirectly applied, as the
Supreme Administrative Court itself argued
there for the concept of exchange rate risk de-
scribed in the interpretations of the National
Accounting Board and it can therefore be as-
sumed that the Court would behave identically
in the case of foreign currency receivables with
a correction item in the event of a court dispute.

9. Discussion and Conclusion

The conclusion of the research presented in this
paper is that the multi-criteria rating method is us-
able under the right conditions, especially in large
and medium-sized accounting units. The most im-
portant criterion for its use is then setting a certain
materiality of receivables from which the method
will be applied. A section of the internal company
guidelines for this area has also been drafted with
a proposal for the practical application of the mul-
ti-criteria rating method.

The aim of investigating the use of MRM in ac-
counting was not only to achieve the best possible
representation of the value of receivables in the fi-
nancial reporting system, but also to help improve
the functioning of receivables management through
MRM, which at the same time would be fully

linked to accounting. In the end, the increased ini-
tial administrative costs should thus be compen-
sated by cost reductions after optimisation of inter-
nal processes and also in the form of a reduction in
the number of bad debts. In any case, this cost-
benefit relationship should be borne in mind by
every accounting entity when implementing MRM.

The part examining the opinion of the Czech
professional community on the new understand-
ing of exchange rate risk and the National Account-
ing Board’s interpretation [-42 showed that al-
though the new approach has some tax shortcom-
ings, it is generally a more correct approach and
preferred by the professional community. After all,
this approach is also intended to be the only cor-
rect one in the draft of the new Accounting Act. Ac-
counting entities should therefore be advised to
make a gradual transition to this method of ac-
counting before the adoption of the new law in or-
der to avoid excessive overload in subsequent peri-
ods due to the implementation of extensive chang-
es. For the case of a tax inspection, the conditions
under which it is possible to use this method and
how to argue in the event that this method is nev-
ertheless questioned by the tax authorities during
a tax inspection were created.
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However, there are also disadvantages associated with the method, namely the
increased administrative and time requirements of its use and the possible
level of subjectivity in assigning coefficients to individual evaluation criteria.
The administrative and time requirements are certainly a valid point, but as
already mentioned, the condition for using the MRM is that the benefits must
be greater than the costs. The biggest problem, however, lies precisely in the as-
signment of coefficients to the evaluation criteria. This can be practically
solved, for example, by creating certain tables where a verbal rating is created
for each evaluation criterion and a coefficient is assigned to it.
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Adjusting entries for receivables and foreign currency receivables from an accounting per-
spective

ABSTRACT
The contribution focuses on the area of receivables. It primarily deals with the recognition of impairment of

receivables, i.e., the creation of adjusting entries for receivables. The research primarily explores the poten-

tial utilization of the so-called multi-criteria scoring method for creating adjusting entries for receivables

and its modification for accounting purposes, with a focus on respecting the principle of information bene-

fits outweighing the costs of acquisition. To achieve the research goal, a questionnaire survey method was

employed. The potential incorporation of the resulting multi-criteria method is then demonstrated in a sec-

tion of the internal directive for the receivables area. Foreign currency receivables were also examined, spe-
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cifically through the application of interpretations by the National Accounting Board, which alters previous-
ly established accounting practices in the Czech environment in favour of an approach inspired by IFRS.
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1. Introduction

Authenticity is perceived as a specific configura-
tion of natural potential, unique to a given individ-
ual and recognized, cultivated and developed by
him. It is valorized through his way of being,
knowing, experiencing, behaving and acting in dif-
ferent situational contexts and is ultimately vali-
dated by other members of the community as fol-
lowing values.

In the first part of this article, we will try to find
a form of answers to possible questions such as
why to study and research qualitative phenomena
and aspects of values from the perspective of au-
thenticity. In the following sections we will try to
take a position, either from the perspective of a
particular person, from the perspective of a partic-
ular situation or from the perspective of a human
community. Highly complex, relatively closed and
dynamically evolving and changing (this dynamic
is necessary to ensure the “permanence” of the
whole and will have certain specific and describa-
ble / recognizable patterns of organization of rela-
tionships and influences) human systems in inter-
action with the environment must have different

levels of regulation. Axiological themes seem to
touch the interface between the individual — the
whole environment (situation) — the whole social
environment. Thus, values, as specific aspects of
inner, natural potentialities, organized in the pro-
cess of being of an individual due to experience,
adaptation and learning, are approached from dif-
ferent, distinct perspectives. At the same time, we
consider it important to reflect and respect this di-
versity and its effects and consequences. This not
only allows us to recognize the “same by the
same”, but also cultivates humility as a regulator of
the ambition of the mathesis universalis.

2. Authenticity and people leadership

The evolution of the modern environment, in
terms of trends in the field of management, that is
the management and leadership of people and hu-
man systems, points to the growing importance of
the aspects indicating a preference for authenticity,
in the sense of using and cultivating the natural po-
tentials of people and human systems and the
leadership modality over the management modali-
ty. Justified arguments for this reasoning can be
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found both in the changes in the preferences of the
values of the successor generations (generations Y,
Z, A) entering the workplace, and in the changes
in the nature, character, conditions, and circum-
stances of work itself. All this also in view of the
growing trend of the application of modern infor-
mation and communication technologies, includ-
ing the dynamics of the emergence of the effects of
the phenomenon called Artificial Intelligence. The
fourth area is to increase the efficiency of the use
of human resources and the added value they can
potentially generate. This is possible through the
application of their own critical thinking to create
new knowledge, not only as individuals, but as rel-
atively closed units of human systems through
communication and sharing. It appears that one of
the dominant issues generating this potentiality is
the issue of how relationships are organized. The
nature of this organization and its principal as-
pects correspond firstly to the nature of the func-
tions and activities of the human system (develop-
ment, production, services) and secondly to the
nature of the socio-cultural and economic environ-
ment. They are also related to the preferred modes
of communication, organisation of relationships,
functions, and activities, including preferences for
locating the locus of control, decision-making
power or regulation. The history and the develop-
ment and transformation of management and lead-
ership styles (Khan, 2015) corresponds both to the
nature, purpose and meaning of the function of the
human system and corresponds to the nature of
the environment in which the system operates and
thus translates into the economics and ecology of
the system’s being in the totality of the environ-
ment (Ilies et al., 2005; Atkinson, 2021).

The management of people and human systems
is usually discussed when it involves a central loca-
tion of the decision-making point and a unidirec-
tional, hierarchical distribution of power. Leader-

ship is more often discussed when the location of
decision-making and regulation is diversified
among the members of the human system and
when the unidirectionality of power is tempered
by feedback and an increased emphasis on the in-
volvement of community members. Whether in
terms of rewarding or exchange of value and re-
sources (e.g. transactional leadership). The rise of
the importance of authenticity in leading people
and human systems can be discussed particularly
in the context of self-organizing human systems,
and in this respect is probably most relevant to
systemic leadership, situational leadership (Blan-
chard, 2020; Grossman et al., 2019) or crisis man-
agement.

We consider the specificity of leaders, the ones
that other people consider as potentially worthy of
following, in terms of authenticity, in the sense
that the phenomenon of integrity is situationally
more pronounced here. In these cases, there is an
intersection of three specific dimensions in which
the characteristic duality of the nature of authen-
ticity is manifested. The first dimension is called
ecological or situational and refers to the relation-
ship of the human being with the environment.
Specifically to the nature of its ways of cognition,
reasoning, decision-making and behaviour in dif-
ferent situational contexts, whether it is an individ-
ual (independent) — situation — role/problem, an
individual (as a component of the human system)
— situation — role, or an individual (as an external
or internal regulator of the organization of the rela-
tionships of the whole human system) — situation
— role. The second dimension relates to the rela-
tions of humans in the social environment, mean-
ing the relations with individuals of their own
kind. This refers to the “chosen” individual’s unin-
tended or intended influence' and impact on other
people (Cialdiny, 2012, 2016). The third one is the
dimension of the relationship to self, manifested as

In this context, it is important to note not only the importance of conscious, intentional influence and the influence of the “un-

conscious”, but also the difference in whether the conditions and circumstances of a situation are relational determinations
or whether there is a situation “without determination” (Bondy, 2007, 2013), which may call for a different epistemological as

well as ontological perspective.



a way of being in and of the world, and can per-
haps be thought of as the quality or meaningful-
ness of life. In Maslow’s schema (2021) we will
probably look for it in the top position within the
themes of self-actualization and self-realization.
One possible “point” of intersection of these three
continua of dimensions (a kind of “data” point)
may, in our view, be a domain that can be thought
of as axiological (Matsuo and Tsukube, 2020;
Yamamoto, 2021).

Different styles of leading people may, to vary-
ing degrees, emphasize the authenticity of the in-
dividual in a leadership position and the authentic-
ity of individuals as members of a human system
or different sub-specific aspects of their abilities,
preferences, needs, ambitions or competencies.
The corporate environment will emphasize algo-
rithmically homogeneous specific aspects. The in-
stitutional environment will emphasize selected
general aspects. By their nature, both tend towards
homogeneity and an abaliet mode of management
and leadership. Authenticity, however, refers to
the wholeness, the uniqueness in the fullness of
the particular person, the leader, to the qualities of
their potentials, their integrity, and thus to the
uniqueness and exceptionality of their specific or-
ganization and to the truly authentic leadership of
people. This can be considered especially in the
context of synergistic, situational or systemic lead-
ership of people and human systems that empha-
size self-poiesis (Luhman, 1986), plurality, flexibil-
ity, adaptive potential for change and openness.
Other leadership styles emphasize the nature of
the organizational structure (e.g. hierarchical), the
organizational environment’s preferred style of
communication and relationships, or the satisfac-
tion of needs (e.g. transactional leadership). A
dominant pattern of values (e.g. permanence of or-
ganizational environment, functions and activities
in corporate units of an institutional nature — the
banking sector) is another possible accentuation.
If people leadership is to be truly authentic with-
out attributions, then the following indicators are
there to identify it:

a. The choice and willingness of people to follow a
given individual, to entrust him with decision-
making status and to choose him as a reference,
criterial point for reasoning in situations of un-
certainty (inserts order). The freedom to make
one’s own decisions is confused with the cer-
tainty of “outcome” (the resignation to trial/er-
ror).

b. Authenticity of the chosen individual as an ex-
pression of the integrity and wholeness of his/
her natural qualities and their importance to
others (evaluation). The assumption of “attrac-
tiveness”, i.e. something that is axiologically
more worthy of attention.

c. A greater degree of “freedom” of the organiza-
tional environment, the environmental environ-
ment, or the organizational whole. Including
ambiguity of outcomes (effects) and their con-
sequences. A context that allows an authenti-
city, i.e. a context that is “open”, “requiring”
some capabilities, specific functions, and activ-
ities.

In some contexts, the authenticity of the leader
can be perceived as a kind of “dangerous” from the
position/perspective of the “whole” (state, institu-
tion, church, etc.), i.e. “governing” structures
working with the domain of the mass person
(Jung, 2019), structures based on standards of
power, influence, and stereotypes of control. The
authentic and, in this sense, free person, is “dan-
gerous”, because of independence, self/aware-
ness, and also non/submissiveness and difficulty
to influence or manipulate. The person becomes
un/useful because he is un/usable in a given con-
text for the obvious or hidden power and other
goals, ambitions or intentions of various “leaders/
rulers”. He becomes ungovernable for all types of
functional dependency or servitude, including
those “in the higher interest and power” (state/na-
tion, the whole, welfare), etc. Fear and dependen-
cy (security and safety) are the core motivators of
the dangerousness of so considered freedom. Faith
and knowledge in the service of “power” become
religion, dogma, doctrine, and magic of a “higher”
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order. They cease to be personal and become col-
lective. The antidote to these often unacknowl-
edged psychological motivators is self/conscious-
ness, self/identity, self/status, courage and dis-
cernment in thought and action. Every conscious
and free creative act, based on critical thinking,
knowledge and knowing, conducted with alert at-
tention and a relaxed mind, takes on the character-
istics (form) of sacred, mysterious or mystical liv-
ing and consciously experienced conjunction of
man with the Tao: °
sence of being and non-being” (King, 1971, pp. 25).
The false “moral” sense of belonging and compas-
sion disappears and in its place comes radical self-
ishness in the sense of truly serious and coura-
geous care for self/soul, genuine compassion, and
naturally moral and ethical decision-making and
action. The beauty of the tiger can only be per-

‘...that non-transcendent es-

ceived and “appreciated” in the wild, in its natural
habitat, and it is in this environment that you can
learn more about it and yourself than in a zoo. By
observing it in its cage and enclosure, even if you
supplement your observations by reading the in-
formation on the chart next to the cage. These are
the two approaches. One is “safer”, but the other
suggests reality. The sight of a tiger in a zoo is rath-
er sad, and the experience is not much different
from visiting a museum with stuffed “exhibits”.
But it is different from the experience of seeing a ti-
ger footprint in the jungle. In the first case, your
behaviour, perception and thinking will not
change. You may just sip more lemonade from the
cup and move on, “unperturbed” and undisturbed,
to the next “experience” that does not have the po-
tential for a reflected experience with an adapta-
tion or even learning effect. In the latter case, even
though you may not know exactly that the foot-
print in the dirt is a tiger footprint, you begin to be-
have more “attentively”, cautiously, and deliber-
ately (some do not). The “caged” nature is a differ-
ent experience of the natural (wild) than the nature
in which the individual is in direct relationship.
Paradoxically, the more devices, technologies, and
tools there are in this naturalness, the more it im-

mobilizes (immobilizes) or slows down, limits,

and sterilizes the potential of spontaneity as a

meaningful adaptation and useful application of

the natural potentials of the person and his or her
environment. It becomes static, non-moving, and
the nature of the concept and the feeling of “safe-
ty” and security changes. Instead of attention and
balance, the individual builds walls, relies on
doors, bars, locks and passwords, just as a long
wall was built in Asia against the “mobility” of no-
mads, which we admire today as the culmination
of human skill and social effort. After all, like the
pyramids, it is only a different modality of express-
ing the need for security and safety of the individ-
ual and the community. The price that is paid for
an individual to shut himself off from the outside
world and feel secure lies in the emotional value of
consciousness and exceeds the mere gain of sur-
vival. This suggests that while security arrange-
ments and technologies are useful, they can also
have negative impacts on the quality of life and an
individual’s ability to fully experience and adapt to
their environment.

Authenticity, as the completeness or finality of

a person and every “thing”, process and phenome-

non, is a big topic and in our opinion it is a theoret-

ical concept. It is necessary to respect and reflect
the following distinction:

a. Completeness in the sense of completion of a
process, the end of an activity — work on a
piece of creation, i.e. the achievement of a
“state” (hence the question why some artists
leave works un/finished or keep “remaking”
them). Achieving a state of completion means
that the phase of creation is replaced by a phase
of duration, in which forms of management,
preservation and maintenance of the condition
prevail. Completion means reaching a state
where the processes of entropy are initiated.
Their effect may be a maintained ruin (here we
come to the subject of the abiotic).

b. The permanent attainment of the maximum of
a quality or set of qualities by a whole is a pro-
cess phenomenon, constantly renewing itself,



whether we mean authenticity or mastery. In

this process, however, we necessarily arrive at

the theme of the biotic and the theme of limits
in the sense of a permanent approaching, re-
gardless of how “close” we are.

Therefore, rather than perfection and the per-
fect man, the ancient and holistic doctrines spoke
of the true or real man and his potential “rule”,
such as Lao Tzu (Carnogurska, 2021, pp. 9, 11), in
terms of following the requirements/principles of
permanent existence in the here and now. They
were dedicated to the exploration, recognition, and
methods of cultivating the inner, natural and indi-
vidual’s own potentials in a pragmatic and realistic
relation to the situational, contextual (ecological)
and socio/cultural environment, its conditions and
circumstances. They did not discuss the topic of
transhumanism or posthumanism (Tegmark, 2020)
or transformation and transgression (Petri, 2005)
in the sense of making something different. They
worked with the idea that the ultimate purpose of
being a human being is knowledge, the ultimate
value is freedom, and the ultimate task is explora-
tion (study), knowledge and cultivation of the hu-
man being by himself. According to Master Zhuang
(2006), “the perfect man of antiquity first worried
whether he had everything in himself, then he
worried whether others had everything.” Master
Zhuang does not deal with the idea of Eden and in-
stead assigns perfection? and ideals to people in
the past. He imagines that at one time in the past,
human behaviour was more perfect, “better,” or
more Edenic, especially in terms of the occurrence
of perfect individuals or people. Zhuang transfers
his idea of perfection to the past and does not at-
tribute it to present-day people. His way of think-
ing is not much different from European and other
thinkers in this regard, because ideal, abstract, or
“prescribed” perfection simply cannot be achieved.
Therefore it makes no difference whether they

2

place perfection in paradise, heaven, Atlantis, the
Pleiades, or in the past, as the ideal/idealized per-
fection of the “ancients” or whether they place it in
the future as the “goal” of sustainable develop-
ment and the purpose of human and human exist-
ence. In reality, there is, was and will be no such
thing. However, human imagination and consen-
sual (social) reality, as opposed to the existence of
reality, allows the appearance of different thoughts
and ideas on this topic. Moreover, in a way, they
support them, especially because they generate a
sense of certainty, stability or legitimacy of a given
mode of human community, including the organi-
zation of power and government. And thus other
people and different thinkers have engaged in re-
flections on Eden, hell, goodness and perfect laws,
ideas, or whatever else the theme of perfection of-
fers. All of them basically end and also begin their
thinking with the incompleteness and imperfec-
tion of humans, and they illustrate this, for exam-
ple, by the separation of body and mind (spirit,
soul). Or also the imperfection of humans as prod-
ucts of the creation of higher entities, powers or
gods, starting with Adam or another word (i.e. the
name for the “first” man). One of the possible im-
plicit assumptions considers an ideal preconcept
and considers the meaning of life to be its con-
scious fulfilment or realization, the achievement of
fusion with the “other” for the potential of the cre-
ation of a “third” or the whole. Sometimes it is per-
ceived that one bears responsibility for the quality
and meaning of life directly. This responsibility in-
volves active participation in conscious self-actual-
ization, cultivation of one’s own natural qualities
and potentials, and is presented as a response to
changes and alterations in the internal and exter-
nal environment. The holders of this assumption
consistently and permanently orient themselves to
what they consider essential. Primarily on the
mind of the person, the soul or psyche if you pre-

In the sense of focusing attention on the self and into the self in the sense of self/knowledge, self/consciousness and self/culti-

vation, as sources or pathways to the potential maximum quality of natural potentials or perfection, manifested, for example,
as completeness, wholeness, reflected in ,wisdom” in the sense of right decision-making and action.
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fer, its conscious care, recognition, and cultivation.
And thus, thinkers such as Lao Tzu, Zhuang Tzu,
or Lie Tzu and other original Taoist thinkers (Car-
nogurskd, 2021; Lao-C’ and Lomovd, 2003; Krél,
1971, 2006; Beran, 2019) are different from other
thinkers because of their consistent focus on the
mind, on the change and transformation of the nat-
ural qualities of the human being. They also differ
in that they are concerned with the present and do
not consider it meaningful or useful to think of a
“higher” intelligence, plan or intention (Reffo and
Wark, 2015). In this sense, they take particular
care and pay attention to the reality, the particular
situation of a particular person, in the conditions
and relative circumstances of change and transfor-
mation.

With the overlap of management and leader-
ship of people, for example into the field of poli-
tics, one cannot disagree with the view expressed
by Sun Tzu many years ago. According to him,
“politics is the thing that causes people to be in har-
mony with their leader so that they will follow him
without regard for their lives and without fear of
danger.” (Sun Tzu, 1998, pp. 22). We can say that
history shows, among other things, that people
dispose of a natural tendency to follow someone.
The psychoanalyst Maccoby (2004) describes at-
tachment to some type of authority figure (parent,
manager, politician) as an irrational instinct of the
human subconscious (unconscious), and it is pos-
sible that Master Sun also perceived it, either as an
instinct of the human subconscious or as, in the
language of the Taoists, “a desire for unification
and harmony.”

3. Authenticity validation methods and their
use in the context of leadership

Authenticity, in the context of management and
leadership, i.e. in the context of managing and
leading people and human units or systems, has
come to the attention of the scientific community
in recent years. This may be due to the fact that
trust in leaders in business is undergoing a kind of
crisis, which shows that career progression in all
sectors has been driven over the last few decades
more by political ability, a willingness to conform
or to perform assigned tasks at any cost, regardless
of people’s internal norms. Some research has
shown a positive relationship between a leader’s
authenticity, the job performance of his/her team,
and also the level of stress experienced by his/her
co-workers (Dar et al., 2016).

The issue of authenticity of a person in general,
and of a manager and leader professionally, is
linked to the themes of the relationship between
the external and the internal, appearance, form,
shape, and the nature of content. At the same time,
it is linked to methods or ways of addressing this
relationship and ways of knowing, gaining and cre-
ating “insight”. Natural methods include, for ex-
ample, observation, imitation or trial/error. Both
the functions of thinking and the functions of feel-
ing and intuition are then involved in the ways of
knowing (Jung, 2020). In the context of appear-
ance and insight, Neubauer discusses the topic of
the aitia eidetica*, Aristotle’s shape cause, literally
the eidetic cause: “The shape cause is the source of
the manifold specific shapes of the same thing, it is
the basis of the similarity of its formation in indi-
vidual cases and manifestations.” (Neubauer, 2001,
pp. 159; 2004). This cause of shape/shaping, how-
ever, does not presuppose causality and Neubauer

The term “higher” does not have a hierarchical character in the sense of superior, but rather points to the “essence”, to the

ultimate, where the theme of opposites loses its meaning in terms of knowledge (Stéchovd, 1930, pp. 72) and opposites are

perceived as aspects of one.

Aitia (cause) eidos (idea) — originally meaning appearance, form, shape. For example, Democritus speaks of ,,atoms of ideas”

i.e. indivisible shapes. Nowadays most often in the sense of idea, thought, design, project. The etymology points to the con-
nection between the seen, the known and potentially the imagined.



The management of people and human systems is usually discussed when it
involves a central location of the decision-making point and a unidirectional,
hierarchical distribution of power. Leadership is more often discussed when
the location of decision-making and regulation is diversified among the mem-
bers of the human system and when the unidirectionality of power is tem-
pered by feedback and an increased emphasis on the involvement of commu-

nity members.

«

suggests: “...to see in the cause of shape what we
call here the eidetic space — the interior of reality,
opening to intuition.” (Neubauer, 2001, pp. 159).
Eidetic space is the area within which the quality
or capacity of the method of insight is exercised. It
is a space that is difficult for other methods of cog-
nition to access. Moreover, it is always and only in
a specific context or modality. This is why the
method of insight is important for the discovery
and exploration of the nature of “things”, i.e. ob-
jects of any kind. Discoveries relate to “inner
shape” in the sense of the essence, potentiality,
quality, and specific organization of relations in
the dynamics of their emergence, progress, and ex-
tinction. Appearance then refers to a specific vari-
ant, a configuration that contains this inner quality
or potentiality and makes it “stand out”. It is the
“after/after” of ideas, i.e. essences. Formability is
not materiality. Matter has neither shape nor form.
When we have knowledge about something, in-
cluding ourselves, we become, whether in ordi-
nary or professional life, experts and eventually
experts or masters of something. However, this
knowledge is created through reflection on our
own experience or through the application of
knowledge gained from external sources. The
pragmatics of the saying “ora et labora”, referring
to the “unification” of thought and action, study,
theory and practice, resulting in the knowledge
of a particular individual and manifested as the
relative constancy and consistency of reasoning,
decision-making and action, is closely related to
authenticity. Authenticity thus refers to the “unifi-

cation” between the inner and the outer, the ap-
pearance, i.e. the external form and the qualities,
or their arrangement in the inner. Pragmatists are
critical of multi-knowledge and Kratochvil (1994)
thinks, that “Any determination of an organism —
the recognition of a species in an individual — re-
quires intuition. Every expert must know much and
be first and foremost an expert”. If we become ex-
perts of ourselves, we gain a potential tool for
knowing other individuals and, depending on our
foundation, we can become experts or masters in
this field (Neubauer, 2001, pp. 72-73). The topic of
culture and cultivation is closely related to the
problematic under discussion, to knowledge, ex-
pertise, and the extent to which an individual is ca-
pable of formation and transformation in the pro-
cess of study and exploration. In this context, we
distinguish between experts and masters of the
field (craft). According to Neubauer (2001, pp. 160),
expertise: “is a virtue so neglected, undervalued
and declining today — it is actually a kind of initia-
tion. It gives access to the inner space of other hu-
man beings. The expert is also able to be “at home”
elsewhere than in the commonly shared world; he
also has access to another way of being, perhaps to
the hidden way of life of other human beings.” The
expert view requires experience and previous
models and methods of knowing, in relation to the
environment of the profession. The master’s view
is open and oblivious. The essence of the differ-
ence lies in the inner approach or attitude in which
the expert differs qualitatively from the master. It
does not matter whether it is a professional or any
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other problematic. The master’s forgetting does
not consist in a failure of memory function, but in
the ability to correctly place or handle his experi-
ence so that it does not limit the cognition itself, as
well as its result in the sense of decision and ac-
tion. It doesn’t matter whether one relies more on
reason (logic and analysis) or on feeling and sensa-
tion (insight, intuition), because it depends on the
situation, conditions, and the state of the whole in-
dividual. This ability of conscious “spontaneity” is
related to the ability and courage to “commit to the
process” but still be “with myself”. It is the ability
to slice the evidence into a phenomenon/state/sit-
uation and go down to the very sub-detail. It means
as well to understand (grasp) the actual form of the
whole situation (both the state and the process) in
its relations and in its changing conditions. This
needs to be consistently thought through and
properly understood. We know that “the adequacy
of the more non-objective criteria (quantitative,
biochemical, generic) is determined by physical
appearance — habitus, appearance, typical form,
characteristic shape, gestalt.” (Neubauer, 2001,
pp. 159).

The problem faced by professionals and experts
is that they are sometimes too attached to the one-
sided views and ways of thinking that have devel-
oped in their professional career. When they en-
counter real life, they can either adopt a mindset
where they try to defend their views or attack oth-
ers. On the other hand, they can choose a path
where they explore new approaches and possibili-
ties not only in their work environment but also in
the way they look at things, and the way they act.
This is what sets them apart from others. The same
danger can be involved in the tendency to bring ex-
pert ideas and methods into everyday life, which
can be problematic. In other words, there is a dan-
ger where people adopt or apply expert or scientif-
ic practices and principles in their everyday lives,
which can sometimes have undesirable or dispro-
portionate consequences.

The topic of capturing qualities, at least in
words or usually through observable behaviour or

through self/description, has accompanied vari-
ous human societies throughout history and has
been the subject of myths (Gilgamesh) and various
complex disciplines and systems of thoughts, as
well as ways of philosophical thinking (Prokesovd,
2019). Implicitly, they are in the background of on-
tology, gnoseology (epistemology, noetics). Explic-
itly, they are the central subject of a scientific field
such as axiology, ethics or as a specific topic of the
scientific field of psychology (Cakirpaloglu, 2004;
Maslow, 2021, Nakone¢ny, 1996, 1997), sociology,
management, and others. In order to be able to de-
tect the degree or intensity of qualities/values, it
is necessary not only to formulate (define and
“shape”) the form of their nature, but also to
choose the position/the place from where the ob-
servation is made. Usually this relates to some de-
fined relational framework, for example person —
situation — role or person — environment, or per-
son — other people (society). These frameworks
are then the subject of study and research in spe-
cific sciences such as psychology, sociology, axiol-
ogy, and others. The nature of authenticity and its
aspects is, then, a matter of structured models,
through which we try to study this phenomenon
and its aspects with reflection and respect for the
fact that we capture this complex phenomenon
only through a given framework, and its other po-
tential and contributing aspects remain “hidden”.
However, authenticity in a broader sense has a
number of parameters that can be described and to
some extent quantified and measured (see for ex-
ample Gardner et al., 2005). Different techniques
and methods can be used to develop leadership
skills. A leader’s effectiveness and authenticity re-
late to the economics and ecology of flexibility and
relationships, and may be determined by his/her
ability to apply different cognitive models, reason-
ing and decision-making processes or leadership
styles in a given situational context and thus acting
“situationally”. This assumption changes the di-
rection of development of people with the poten-
tial to lead, from learning single isolated tech-
niques to more complex perception, mental flexi-



bility, and much better self-reflection of their
actions. Elements of training must dominate such
development as it moves from the adoption of cold
knowledge to applied skills and changes in think-
ing.

4. Methodological approach for the
preparation and organisation of the pilot
project

For the preparation and organization of the pilot
project we reflect the following levels: empirical
level, social psychological-diagnostic level, and ax-
iological level. The first level, empirical level, cov-
ers the conditions of data collection. The respond-
ents will be participants of courses with applied
X-tream II methodology, focused on the issue of
teams as autopoietic (self-learning, self-organiz-
ing, self-managing, and self-developing) human
systems, the nature of their members and potential
leaders. The three-day participatory and active
face-to-face course consists of methodologically
structured activities in which respondents partici-
pate continuously and independently of the time
of day or night. During the whole time, partici-
pants are in direct interaction with each other and
solve standard and non-standard, linear and heu-
ristic situations, tasks and problems. The partici-
pants are mostly persons in executive positions,
i.e. either top managers responsible for organiza-
tional units of the level of entire enterprises or stat-
utory representatives of small and medium-sized
enterprises. The participants are professionally in
leading positions of different levels with at least 3
years of experience. One source of data will also be
the positive choice of three persons from the
course participants that the respondent would be
willing to follow as a leader and a preference —
ranking — will be established among them.

The assignment is: “Based on your experience,
please select from the other participants that you
feel you would be willing to follow or accept as a
leader as first, second and third in order.” (Po-
nésicky, 2011, pp. 40-41). Participants do not justi-

fy the choice and negative choices are not made by
participants. The instruction is intentionally vague
and does not specify to respondents the criterion
for selection. The space for the application of the
function of feeling, intuition and own experience is
therefore created. Something that could be called
mathesis singularis as an effect of intersubjective
interaction (the importance of contact and rela-
tionship / responding to each other) is applied
here and it is a basic need and characteristic of hu-
man beings. Furthermore, it refers to communica-
tion (natural). It relates to the issue of intersubjec-
tivity and is directed to something that is common
to many or all people, or to the possibility and abil-
ity of sharing something (of a mental character)
between subjects (Ponésicky, 2011). Intersubjec-
tivity, in contrast to the rather stable concept of re-
lationship, can be understood as all that takes
place between an individual and another individu-
al, as a form of mutual communication and influ-
ence. In terms of sensory perception, intersubjec-
tivity can be defined as a collective interactive
creation on the physical, emotional, imaginative,
and language-cognitive levels. It is a process of per-
ceiving and responding to each other on all these
levels. Of course, the most widespread medium of
communication is speech, whose structure mir-
rors the intersubjectivity of any given human com-
munity. At one time it may have more of a function
of social cohesion, at other times it may be mainly
a call to action, serve for cooperation, etc. Intersub-
jectivity can be understood as the outcome of a
shared representation of the world, as a result of
letting the others into one’s world and vice versa.
Speech, narrative, culture, and consensual reality
are all the result of human intersubjectivity.

The specificity of this approach lies in the as-
sumption of a link to somatic markers. That is, in-
dividuals, based on their own and direct experi-
ence, as well as the training of the method of
reflection in practice, make a choice of the person
they are willing to follow “for a situation without
determination”. However, with the formulation
“without experience” and at the same time in rela-
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tion to the statement “a person worthy of follow-
ing, whom I would be willing to be guided by"”
(i.e. without being conditioned by any criteria,
specification of conditions and circumstances).
Here we assume that the effect of experience is
projected without claiming a reason/purpose anal-
ysis (why). This brings us closer to the theme of
the relationship between the external and the in-
ternal, the modality of the appearance/insight re-
lationship, as well as the modality of intuition/ob-
servation. All of this in the sense of a statement
(form/shape) about the nature of the “content”,
the quality of the whole or the way of organizing
the “qualities” of its natural potentials (which it
could consciously or unconsciously notice due to
the coexistence), the qualities of features, abilities,
and competences. Feelings, sentiments, and intui-
tions could thus have their application potential
here, although the evaluator may not be aware of
it, rationalise, categorise, and justify it. The experi-
ence of the holistic is evident here. This results in
a “feeling” of perception of the quality of the
“whole” of the individual “without determination”.
Attempts to formulate causes and reasons led to a
“chaos” of subjectivity (the statements of different
people in relation to a particular individual were
simply diverse) and to contamination by ideas of
right, efficient, certainty, purpose, etc.

The second level is the selected methods of
complex social psychological diagnosis. The par-
ticipants of the courses undergo complex pre-diag-
nosis and diagnosis during and at the end of the
courses. The selected methods that affect potential
relational aspects of authenticity are SPARO, GPOP,
GPP-I, Big Five (NEO), ICL, LOC and ALQ. For the
SPARO method (Miksik, 2001), these items satu-
rate, for example, (in terms of mental agility) cog-
nitive variability or overall personality integration.
In the GPOP method (Bents, Blank, 2009), which is
based on C. G. Jung’s (2020) concept of personali-

5

ty types, these are items related to cognitive pro-
cesses — thinking and feeling, as well as items re-
lated to decision-making and action — planning
and spontaneity. Gordon’s (1999) method — GPP-I
(Gordon Personality Profile — Inventory) in the
personality profile section measures four aspects
of personality — ascendancy (A), responsibility
(R), emotional stability (E), and sociability (S).
The sum of the scores section of the profile (ARES)
provides a measure of self-confidence (SE — self-
esteem). The inventory section measures four ad-
ditional traits — cautiousness (C), original thinking
(0), personal relationships (P) and vigour (V). The
Big Five method (Hiebickovd and Urbdnek, 2001)
deals with the scale of openness. In the ICL meth-
od, it is about the location of the centre point in
specific octants, characteristic for interpersonal re-
lationships. The Locus of Control method (LOC),
according to Rotter’s (1966) concept, identifies the
individual differences of participants, in terms of
the location, i.e. the centre (internal — external) of
control of one’s own activity (centre of control and
regulation of influence). One of the methods ac-
cepted by the wider professional community to
capture and quantify authenticity, using categories
where there is relative agreement on the relation-
ship between leader autonomy and authenticity, is
the Authentic Leadership Questionnaire (ALQ).
According to the authors of the method, authentic-
ity, as an individual’s quality, is expressible by four
non-competing parameters (Avolio et al., 2007;
Banks et al., 2016; Baron et al., 2015; Hsiung,
2012). Leader authenticity consists of four specific
categories: transparency, ethics/morality, process
balance (balanced processing), and self-aware-
ness.

The third level will consist of the methods we
include in the standardized battery. These are
methods with the ambition to identify values and a
way of moral reasoning/decision making. Three

Giving up freedom — power and control over yourself, for the sake of self (dominated by aspects of survival, safety, security),

the whole human system, team, community (dominated by relationships and communication) or efficiency of performance

(dominated by economic aspects — energy, resources).



methods are currently under consideration, based
on the models of Rokeach, Schwartz and Kohlberg.
If authenticity is perceived as a virtue and hence as
a value and a way of moral reasoning, it represents
a certain quality and thus a quantifiable phenome-
non. We assume that it also has a “graspable” (ob-
servable, describable) nature and form and is
therefore quantifiable and metrically determinable
(measurable). We also assume that the authentici-
ty of leaders corresponds, not only in terms of in-
dividuation, with the specific organization of the
individual’s qualities, abilities, and skills (in the
sense of the exercise of their natural potentials),
but also with the level and specific organization
and consistency (integration) of values.

The three methods mentioned above, based on
the models of Rokeach, Schwartz and Kohlberg,
are thus considered for incorporation in the pilot
project. Rokeach (1968) considers values as the ba-
sic pedant (driving force) of behaviour and action
and differentiates two categories of values. Instru-
mental and target — terminal values. Instrumental
values are more related to appropriateness (being
logical) and morality (being honest). Terminal val-
ues are used to achieve something that is meaning-
ful to us and can be thought of as patterns of action
that allow us to achieve a particular goal. These
values, therefore, work with the idea of a target
state. They are ideal or general, current, and future
goals with a link to the consistency with the de-
grees of social desirability or acceptability (Cakir-
paloglu, 2004). Values are hierarchically organized
(Nakone¢ny, 1996, pp. 142) and, in the context of
management, they are put in connection with the
integrity of the manager (Hronik 2008, pp. 70-82).
A different way of classifying values in the context
of management, leadership, people, and human
systems is presented for example by Ullrich and
Thieleman (in Steinmann, Lohr, 1995, pp. 35-38).
The core dimensions consist of a continuum of
system versus culture orientation and confronta-

6
category (Lindeman and Verkasalo, 2005).

tional versus compromise orientation. The authors
then consider four types according to the pre-
ferences of individuals — economists, idealists,
conventionalists, and reformers. Potticek (2007,
pp. 137-145), in the context of strategic govern-
ance in terms of decision making, distinguishes
between types of managers in three different di-
mensions according to preferences. The following
dimensions can be considered as fundamental, us-
ing factor analysis, for reasoning and decision
making, in problem solving: predation / careful-
ness, carelessness / responsibility, and cunning-
ness / correctness.

Currently, there are two tools available to iden-
tify value orientations according to Schwartz.
These are the SVS method — The Schwartz Value
Survey (Schwartz 1992), and the PVQ — Portrait
Values Questionnaire (Schwartz, 2001). The SVS
method places specific demands on respondents.
The respondent assesses 57 specific values as
“guiding (controlling/regulating) principles” in
their life. The content, meaning and purpose of
each value is explained and the respondent ranks
the values in order of importance and in contrast to
their values. A nine-point scale is used for rating,
starting from a value of 7 (extremely important) to
a value of -1 (in contrast to my values). These spe-
cific values saturate ten theoretically and research-
based categories of value orientations (Schwartz,
1992; 2012). Another requirement, that apparently
inspired the authors to pursue another variant of
the method, is that the SVS method requires a
higher level of abstract thinking and is time con-
suming®. The subsequently developed PVQ meth-
od is designed to measure the same ten types of
values but to be more concrete, accessible to all so-
cial groups and less time consuming. It is con-
structed on short verbal descriptions / portraits of
29 different people. For each verbal portrait, the re-
spondent uses a word scale to determine how sim-
ilar the person described is to him or her by select-

There is a shortened version of the SSVS (Schwartz Short Value Survey) that contains only ten characteristics, one for each
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ing one of six possible answers. The difference
between the SVS and PVQ methods is that the SVS
method measures values directly and the PVQ
method indirectly (Rehdkovd, 2006). The output of
the SVS method is an ordering of the importance of
values as regulatory and guiding principles in the
life of a particular individual. The output of the
PVQ method is judgments about the similarity of
the portrait and the respondent. Both instruments
have the advantage of being commonly available in
electronic form in Czech equivalents and are pro-
spectively usable. The SVS method has already
been applied in research on universality of catego-
ries in more than 65 countries (Schwartz, 2003). In
the conditions of the Czech environment, we can
note, for example, the application of the PVQ
method in the military environment (Mikulka et
al., 2019), as well as the SVS method in social care
workers (Markova et al., 2020), which focuses on
research on the personal values of caregivers in the
context of social care for the elderly or in the con-
text of intercultural research (Bfezina et al., 2019),
with the addition of other methods.

As mentioned above, Schwartz’s concept also
addresses the dynamics of the relationships be-
tween the subcategories of value orientation, for
example in terms of the conflict or compatibility of
their aims. For schematic representation, a circular
diagram is used, allowing to illustrate oppositional
tendencies of values. On the one hand, the dia-
gram shows the “closeness” of the categories
(close categories are similar in their goals [tradi-
tion x conformity] and distant ones differ or are
in conflict [benevolence x success]), on the other
hand, the oppositeness of the two dimensions
(Schwartz, 2003). One dimension contains the op-
posite tendencies of self-transcendence vs. self-en-
hancement and the other dimension contains con-
servatism vs. openness to change. It should not be
forgotten that the concept was gradually expanded
to include two principles. The principle of the fear
and anxiety relationship and the principle of pur-
suing own interests (Schwartz, 2012). The first
principle puts different values in opposition. It re-

fers specifically about values that can be described
as “protective” and are associated with anxiety and
fear. This effort leads to a tendency to have control
over them, which can be expressed in the form of
power. Alternatively, conformity or conflict avoid-
ance may be preferred through preferences for or-
der and rules, which includes tradition and securi-
ty (safety). Values neutral to anxiety and fear, such
as self-affirmation, stand in contrast. The category
of “success” intervenes in both — it helps to control
anxiety and can also confirm true abilities. The
principle of observation self-interest puts in oppo-
sition the categories of power and success, which
emphasize the observation of self-interest, and the
values of universalism and benevolence, which
emphasize, among other things, the welfare and
well-being of others.

Tools using moral dilemma allow to quantify
the ways of reasoning, when solving moral prob-
lems, in a simple form. However, they have disad-
vantages and limitations that must be taken into
account when employing them. The answers are
tied to the context of the moral dilemma used. The
moral dilemmas are usually hypothetical and are
not identical to the content of dilemmas that the re-
spondent solves in everyday life. If the moral di-
lemma being solved is close to the respondent’s
personality, it is solved in a different context.
Moreover, the format of the answers and the way
they are evaluated usually involve only a limited
number of alternative courses of action and, there-
fore, may not suit every respondent.

Probably the most commonly used instruments
for measuring moral reasoning are the MJI — Mor-
al Judgment Interview, the DIT — Defining Issues
Test, and the MCT — Moral Competence Test (Elm,
Weber 1994).

In the European context, one of the most wide-
ly used instruments, based on Kohlberg’s concept
of moral decision-making/judgement develop-
ment, is Lind’s MCT — Moral Competence Test
(Lind, 2004). It is constructed to measure moral
competence and represents the ability to judge
conflicting arguments, primarily on the basis of



moral principles and orientation, rather than on
the basis of one’s own position or agreement with
others. The MCT questionnaire contains two mor-
al dilemmas and the respondent’s task is to assess
the agreeing and disagreeing arguments, justifying
the actions of the characters in the story. The ques-
tionnaire allows the calculation of preference sco-
res corresponding to each stage of moral reasoning,
according to Kohlberg’s theory of moral develop-
ment.

It has been independently translated and used
in Slovakia and the Czech Republic by 3 groups of
authors: 1) Slovackovd (2001), Slovackova and
Slovac¢ek (2007); 2) Lajciakova (2004a, 2004b,
2007, 2008, 2009, 2011); 3) Klime$ovad and Babin-
¢ak (2009), Babinc¢dk and Klimesova (2011). More-
over, the use of the MCT methodology in the con-
text of measuring the overall level of moral
competence and moral attitude (measuring the
way of moral reasoning and attitude towards the
seriousness of moral argument) seems to be possi-
ble within the framework of the upcoming project
and technically realizable in terms of international
experience (Martin et al. 2023).

S. Discussion

The presented methodological procedure for the
preparation and organisation of the pilot project
creates a space for discussion and further possibil-
ities for exploring this issue. For example, the
question may be whether the method of selecting
course participants and their subsequent evalua-
tion of the leaders, despite the emphasis on the
vagueness of the instructions and the possibility of
using the “mathesis singularis”, actually elimi-
nates subjective bias and guarantees objective re-
sults, or whether, for example, personal preferenc-
es, likes or dislikes can influence the decisions of
the participants and call into question the objectiv-
ity of the selection of leaders.

The interpretation of the results regarding the
values and moral judgments of the participants
may also be a matter for discussion. As noted

above, Schwartz’s framework also addresses the
dynamics of the relationships between the sub-cat-
egories of value orientation, for example in terms
of conflict and/or congruence of their goals. For
schematic representation, a circular diagram is
used to illustrate oppositional tendencies of val-
ues. On the one hand, the diagram shows the
“closeness” of the categories (close categories are
similar in their goals [tradition x conformity], and
distant ones differ or are in conflict [benevolen-
ce xsuccess]), and on the other hand, the opposite-
ness of the two dimensions (Schwartz, 2003). One
dimension contains the opposing tendencies of
self-transcendence vs. self-affirmation (self-tran-
scendence vs. self-enhancement) and the other di-
mension contains conservatism vs. openness to
change (conservatism vs. openness to change). It
cannot be forgotten that there has also been a grad-
ual extension of the concept to include two princi-
ples, the principle of the fear-anxiety relationship
and the principle of pursuing one’s own interests
(Schwartz, 2012). The first principle puts in oppo-
sition the values of protectiveness (related to anxi-
ety and fear), where the desire to avoid conflicts
and conflicts leads to a tendency to have control
over them (power), or a preference for conformity,
or to avoid them to a preference for order and rules
(tradition and security — safety).

Values neutral to anxiety and fear, such as self-
affirming, stand in contrast to these, and the cate-
gory of success cuts across both — it helps to con-
trol anxiety, and can affirm true ability. The princi-
ple of self-interested pursuit puts in opposition the
categories of power and achievement, which em-
phasize the pursuit of self-interest, and the values
of universalism and benevolence, which empha-
size, among other things, the benefit and well-be-
ing of others. Tools using moral dilemmas allow us
to quantify in a simple way the ways of thinking in
solving moral problems. However, they have draw-
backs and limitations that must be taken into ac-
count when using them: the answers are tied to the
context of the moral dilemma used; the moral di-
lemmas used are usually hypothetical in nature
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and are not identical to the content of dilemmas
that the respondent solves in everyday life and if
the moral dilemma solved is close to the respond-
ent’s personality, he/she solves it in a different
context; the format of the answers and subse-
quently the way of their evaluation usually in-
cludes only a limited number of alternatives of
action and therefore may not suit every respond-
ent.

Probably the most commonly used instruments
for measuring moral judgment are the MJI — Mor-
al Judgment Interview, the DIT — Defining Issues
Test, and the MCT — Moral Competence Test (Elm
and Weber, 1994). In the European context, one of
the most widely used instruments based on
Kohlberg’s concept of the development of moral
judgment/judgement is Lind’s MCT — Moral Com-
petence Test (Lind, 2004). It is constructed to
measure moral competence and represents the
ability to judge conflicting arguments primarily on
the basis of moral principles and orientation, rath-
er than on the basis of one’s own position or agree-
ment with others. The MCT questionnaire con-
tains two moral dilemmas and the respondent’s
task is to assess the agreeing and disagreeing argu-
ments justifying the actors’ management of the
story. The questionnaire allows for the calculation
of preference scores corresponding to each stage
of moral reasoning according to Kohlberg’s theory
of moral development.

It has been independently translated and used
in Slovakia and the Czech Republic by 3 groups of
authors: 1) Slovackova (2001), Slovackova and Slo-
vacek (2007); 2) Laj¢iakova (2004a, 2004b, 2007,
2008, 2009, 2011); 3) KlimeSovd and Babinc¢dk
(2009), Babin¢dk and Klime$ova (2011). Also in
this context, the use of MCT methodology in con-
nection with the measurement of the overall level
of moral competence and moral attitude (measure-
ment of the way of moral reasoning and attitude to-
wards the seriousness of moral argument) seems
to be possible and technically feasible within the
framework of the planned project, also in terms of
international experience (Martin et al., 2023).

In light of the above considerations and themes,
it is worth considering further options and possi-
bly extending the methodological procedure with
additional methods or approaches that could con-
tribute to a better understanding of the phenome-
na under study and minimise potential biases.
Therefore, we perceive it useful to validate the pilot
project and to critically analyse and reflect on the
results obtained.

6. Conclusion

In the context of current development in the man-
agement and leadership of people and human sys-
tems, the growing importance of authenticity is ev-
ident. This trend is supported by the transformation
of values, the preferences of new generations of
workers, changes in the character of work, and the
impact of modern technologies, including artificial
intelligence. Authentic leadership is evident espe-
cially in situations of self-organising human sys-
tems and it finds its core in the concepts of sys-
temic leadership and situational leadership. The
specificity of authentic leaders lies in the interac-
tion of three dimensions — ecological perception of
the environment, social relations, and relationship
to self. The purpose of the nature of the reflection
of some of the topics was to approach this point of
intersection, which emerges in different directions
and modalities between the process of the state of
authenticity of the individual, the process of the
state of actions in the changing conditions and cir-
cumstances of the situation, and within the socio-
cultural or organizational context. That is in the
processes of being and transformation of relation-
ships and influences between members of the hu-
man system, the community.

Philosophical, psychological, and sociological
perspectives on morality/values are also discussed
and several specific models and theories that can
be applied in the context of value development are
presented.

The suggested methodological approach for the
preparation and organisation of the pilot project



reflects the empirical, social psychological — diag-
nostic and axiological levels. The empirical level is
focused on the conditions of data collection and
describes the course participants with the applied
X-tream II methodology. The social psychological
— diagnostic dimension includes selected diagnos-
tic methods such as SPARO, GPOP, GPP-, Big Five
(NEO), ICL, LOC, and ALQ, which are used to
measure personality characteristics in the context
of leaders’ authenticity. The axiological level fo-
cuses on methods for identifying values and moral
decision making. The three methods considered
are based on the models of Rokeach, Schwartz and
Kohlberg.
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Authentic people leadership

ABSTRACT

The text focuses on the theoretical analysis of authenticity and then presents possible methods for studying
of this phenomena on empirical, social-psychological-diagnostic and axiological levels. The aim is to pre-
sent a methodological procedure for the preparation and organisation of a pilot project to investigate authen-
ticity in the context of leadership. The proposed interdisciplinary concept and methodological approach
serves to prepare and organize a research project that would explore in depth the aspects of authenticity in
the leadership of people and human systems. The first part of the text is devoted to a theoretical description
of authenticity. The second part focuses on specific questionnaire methods, e.g. GPOP, Big Five, LOC, ALQ,
PVQ, suitable for analysis and research on this specific complex of qualities.
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1. Introduction

We live in times when the events around us, in-
cluding the development of the world’s econo-
mies, is being divided into “before and during —
COVID-19” periods. The direct and indirect
consequences of the global COVID-19 pandemic
continue being a reality. The pandemic has desta-
bilized the global financial markets and created
uncertainty for investors. It seems like stock mar-
kets will remain stagnant for a certain period of
time. However, compared to the financial crisis of
2007/2008, such a significant negative impact was
and is not expected (at least as a direct result of the
pandemic), mainly as a result of the quick actions
by governments and central banks (Bennani, 2023),
which act as a safety brake for financial markets.

The aim of this article is to compare the correla-
tion of securities within two different time periods,
namely before and during the COVID-19 pandem-
ic. The intention of the research is to find out if
stocks in these two periods are correlated differ-
ently, that is, if the relationship between the stocks
in the first period is different than the latter. Based
on these observations, the outcome is a recom-

mendation to investors how to best construct stock
portfolios by allocating funds across stock market
sectors during such times.

This article is structured into four chapters.
Chapter two describes the methodology used to
confirm the hypothesis that the correlation coeffi-
cients were different during the two time periods
and how the lowest-correlated stock sectors were
identified. It should be emphasized that the time
periods analyzed were limited in order to filter out
as many other macroeconomic and political factors
as possible that could affect the stock prices (Ah-
mad et al., 2023). In chapter three, the results are
presented. In the last chapter, the conclusions are
presented.

2. Methods

2.1 Researched time periods

It is necessary to set the researched time series cor-
rectly — filter out periods during which external el-
ements could have influenced share prices and

thus distort the results (Elberry et al., 2023). Exter-
nal elements can be understood as various macro-
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economic and (geo)political factors (Eijffinger and
Karatas, 2023) influencing the European and
American stock markets. These factors should ide-
ally not enter into the calculation of correlation co-
efficients because market sectors, stocks and as a
result the sector indices can be impacted by them
to different extents. For the purpose of comparing
the correlation coefficients of the investigated time
periods and as such using suitable underlying
datasets, it is necessary to define the following pe-
riods:

¢ The period before the pandemic (the initial date
of the research period up to the start date of the
pandemic)

e The period during the pandemic (the start date
of the pandemic up to the end date of the pan-
demic)

The first cases of novel coronavirus (nCoV)
were first detected in China in December 2019,
with the virus spreading rapidly to other countries
across the world. This led WHO to declare a Public
Health Emergency of International Concern (PHE-
IC) on 30 January 2020, and to characterize the
outbreak as a pandemic on 11 March 2020 (WHO,
2023).

As a result, the start date of the pandemic,
which would be reflected by the stock markets,
must be set at a date in between January 30, 2020
and March 11, 2020. Closer analysis of price move-
ments of the stock indices shows the first major
price drop in the stock markets on February 20,
2020, which will be, for the purposes of this arti-
cle, considered the start date of the pandemic.

The end date of the pandemic and thus end date
of the research period itself was set for December

Table 1 » Sector indices of S&P 500, as per GICS

31, 2021 for the following reasons: Russian inva-
sion of Ukraine (Reuters, 2022), interest rate hikes
by FED (FED, 2023) and ECB (ECB, 2023), rising
inflation in US (Kilian and Zhou, 2022) and the Eu-
rozone (Della Posta and Morroni, 2022) and rise of
commodities prices (Bolhuis et al., 2022). All these
events have a common aspect — they took place to-
wards the very end of 2021 or beginning of 2022
and could further skew the results.

Initial date of research was set for January 1,
2015 for the following reasons: European debt cri-
sis ending (Stoupos and Kiohos, 2022), interest
rate cuts by ECB (Ampudia and van den Heuvel,
2022) and dropping unemployment rates in the US
(Saboori et al., 2022) and the Eurozone (Popescu
and Diaconu, 2022).

2.2 Data

Daily closing prices of 11 S&P 500 sector indices
and 19 STOXX Europe 600 sector indices obtained
from Bloomberg Terminal, MarketWatch, Inc. and
Yahoo Finance were used to calculate the correla-
tion coefficients. Alternatives to daily closing pric-
es were considered but rejected. Data with a lower
frequency (weekly or monthly) might not have
provided a sufficient sample size and data with a
higher frequency (hourly or higher) were consid-
ered unnecessary for comparisons of the correla-
tion coefficients of a 7-year time sample. Out of the
1796 total trading days, 19 trading days have been
excluded from the sample due to missing data for
one or more sector indices of the of STOXX Europe
600 index. All data of S&P 500 sector indices were
complete. In line with the Global Industry Classifi-

S&P 500 S&P 500 S&P 500 S&P 500
communication services consumer discretionary consumer staples energy
financials health care industrials information technology
materials real estate utilities

Source: S&P Dow Jones Indices, 2023
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Table 2 » Sector indices of STOXX Europe 600, as per GICS

STOXX STOXX

Europe 600

Europe 600

telecommunications retail

STOXX
Europe 600

automobiles and parts

STOXX
Europe 600

STOXX
Europe 600

media travel and leisure

household goods food and beverage oil and gas

insurance financial services

banks health care

goods and services

construction and

materials technology

basic resources chemicals real estate

utilities

Source: STOXX Ltd., 2023

cation Standard, “GICS* (MSCI Inc., 2023), the fol-
lowing sector indices were chosen for the calcula-
tion:

2.3 Hypothesis testing

The null hypothesis H, and alternative hypothesis
H, state:
¢ H,: The means (for a parametric type of test) or
medians (for a non-parametric type of test) of
two independent, approximately normally dis-
tributed random samples are not equal, i.e., the
correlation coefficients before the COVID-19
pandemic are identical to the correlation coeffi-
cients during the pandemic:
Ho: = W, or Ho: Wy, = s
¢ H,: The means (for a parametric type of test) or
medians (for a non-parametric type of test) of
two independent, approximately normally dis-
tributed random samples are not equal, i.e., the
correlation coefficients before the COVID-19
pandemic are different from the correlation co-
efficients during the pandemic:
Ha: w # po, or Hat pyp #

The next step was to choose a suitable statisti-
cal test. In this case, there are two variables from
two independent samples. It remained to choose
whether to use a parametric or non-parametric sta-
tistical test. The advantage of parametric tests is
their higher precision, i.e. higher chance of detect-
ing differences in correlation coefficients between
the two periods. However, parametric tests assume

normal distribution of data, which means that they
are not suitable for non-normally distributed un-
derlying data.

Kolmogorov-Smirnov test for normality and the
Shapiro-Wilk test have both been used to verify
whether the underlying data follow normal distri-
bution. Two types of tests were used for confirma-
tion, in case the data before the pandemic were
normally distributed and the data during the pan-
demic were not, or vice versa. The hypotheses for
these two tests are as follows:
¢ H,: The data are normally distributed
e H,: The data are not normally distributed.

If p-value is > significance level a for both pe-
riods before and during the pandemic, H, is
confirmed. Correlation coefficients of the sector
index returns are normally distributed and in order
to confirm the original hypothesis, a parametric
test will be used: Student’s two-sample unpaired
t-test.

If p-value < significance level a for at least one
period before and during the pandemic, H, is re-
jected. Correlation coefficients of the sector index
returns are not normally distributed and in order
to confirm the original hypothesis, a non-paramet-
ric alternative test will be used: Mann-Whitney
U test.

For this test, significance level a = 0.05, which is
a common standard (Ross, 2010) will be used for
the Kolmogorov-Smirnov test for normality, Shap-
iro-Wilk test, Student’s two-sample unpaired t-test
and Mann-Whitney U test:
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e If p-value > significance level a, the null hypoth-
esis H, is confirmed at significance level a, i.e.,
the correlation coefficients have not changed
between the two time periods.

 If p-value < significance level a, the null hypoth-
esis H, is rejected at significance level a and al-
ternative hypothesis H, is accepted, i.e., the
correlation coefficients have changed between
the two time periods.

To filter out market tendencies and focus pure-
ly on the impact of the pandemic on sector index
returns, 1000 random samples with replacement
with the size of 252 returns were simulated for
both periods. The reason for the n=252 was the at-
tempt to obtain an estimate of the correlation coef-
ficients of pairs of sector indices for the entire peri-
od. The original complete sample of ca. 500 trading
days during the pandemic partially limits the size
of n and could be a theoretical maximum n. The
size of n=252 was decided due to the average of
252 trading days in an average calendar year. 1000
random samples were simulated in order to
achieve better precision.

The result of the simulation was 1000 matrices
generated for both time periods with the size of
11x11 (S&P 500) and 19%x19 (STOXX Europe 600)
correlation coefficients of sector index pairs. Based
on these 1000 matrices, we examined whether the
correlation coefficients have changed.

Kolmogorov-Smirnov (K-S) test and Shapiro-
Wilk test were used to test whether the series of
corresponding data points (correlation coefficients
of each pair of sector indices) across the sample
matrices were normally distributed. Based on the

results, either Student’s two-sample unpaired t-test
or Mann-Whitney U test were used to verify chang-
es between the two time periods.

Microsoft Excel was used for calculation of the
overall correlation coefficient matrices for both
time periods. Python was used for random sam-
pling and to perform the statistical tests.

3. Results
3.1 Hypothesis testing results

3.1.1 S&P 500 sector indices
The hypothesis was confirmed as follows:

H, was rejected and H, was confirmed for 53
out of 55 pairs of S&P 500 sector indices and there-
fore it was confirmed that the sector pairs were
more strongly correlated during the pandemic as
opposed to the pre-pandemic period. The full re-
sults for the confirmed sector pairs can be found in
thesis (Mertus, 2023). The table below shows the
two remaining sector pairs, for which H, was con-
firmed, i.e., changes in correlations were not con-
firmed.

3.1.2 STOXX Europe 600 sector indices

The hypothesis was confirmed as follows: H, was
rejected and H, was confirmed for 166 out of 171
pairs of STOXX Europe 600 sector indices and
therefore it was confirmed that the sector pairs
were more strongly correlated during the pandem-
ic as opposed to the pre-pandemic period. The full
results for the confirmed sector pairs can be found
in thesis (Mertus, 2023). The table below shows

Table 3 » Test results for S&P 500 sector indices, sector pairs with changes not confirmed

Sector pairs

Normality tests (p-values)

Comparison tests (p-values)

Sector Sector K-S before K-S during  Shapiro-Wilk ~ Shapiro-Wilk T-test Mann-Whitney
index 1 index 2 Ccovib Ccovib before COVID = during COVID U test
IT Energy ~0 ~0 0.049499091 1.10111E-06 — 0.104963692
IT Financials ~0 ~0 9.52227E-08 3.01804E-10 — 0.389867062

Source: own calculations




Table 4 » Test results for STOXX Europe 600 sector indices, sector pairs with changes not confirmed

Sector pairs

Normality tests (p-values)

Comparison tests

(p-values)
K-S K-S N — .
Sector Sector before = during Shapiro-Wilk = Shapiro-Wilk T-test Mann-Whitney
index 1 index 2 COVID  COVID before COVID | during COVID U test
Technology '”dlgst”a'.GO"ds ~0 ~0 8.94287E-06  0.005279331  — 0.408224
ervices
Tele-communi- | Industrial Goods |, ~0 95222708 4.11004E-14  — 0.635961
cations &Services
Retail Media ~0 ~0 0.000199872  0.000166353 ~ — 0.203788
Insurance Financial ~0 ~0 0.001368158 | 2.19379E-11 — 0.131012
Services
Personal
& Household Real Estate ~0 ~0 0.000220138 = 2.32216E-08 — 0.880855
Goods

Source: own calculations

Alternatives to daily closing prices were considered but rejected. Data with a
lower frequency (weekly or monthly) might not have provided a sufficient
sample size and data with a higher frequency (hourly or higher) were consid-
ered unnecessary for comparisons of the correlation coefficients of a 7-year
time sample. Out of the 1796 total trading days, 19 trading days have been ex-
cluded from the sample due to missing data for one or more sector indices of

the of STOXX Europe 600 index.

the five remaining sector pairs, for which H, was
confirmed, i.e., changes in correlations were not
confirmed.

3.2 Correlation coefficients

3.2.1 S&P 500 sector indices

Table 5 illustrates the growth of correlation coeffi-
cients across the sector index pairs of S&P 500 (val-
ues shown equal to values before COVID subtract-
ed from values during COVID).

The five strongest correlated sector index pairs
during the pandemic are shown in the table 6.
These pairs exhibited almost perfect positive cor-
relation.

The five weakest correlated sector index pairs
during the pandemic are shown in the table 7.
These pairs exhibited low-moderate level of posi-
tive correlation and have been the most suitable
for diversification of stock portfolios during the
COVID-19 pandemic if the goal was to allocate
funds in a way to minimize risks and avoid the
largest price drops.

3.2.2 STOXX Europe 600 sector indices
Table 8 illustrates the growth of correlation coeffi-
cients across the sector index pairs of S&P 500 (val-
ues shown equal to values before COVID subtract-
ed from values during COVID).

The five strongest correlated sector index pairs
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Table 5 » Changes in correlation coefficients (during COVID — before COVID), S&P 500

Difference

Communication
Services
Consumer
Discretionary
Consumer
Staples

Financials
Health Care
Industrials
Information T
echnology
Materials
Real Estate
Utilities

Communication Services X

Consumer Discretionary 0.27 X

Consumer Staples 0.20 | 0.10 X

Energy 013 003 | 0.14 X

Financials 0.21 0.01 0.21 0.21 X

Health Care 028 004 @ 024 007 @ 0.08 X

Industrials 017 002 018 014 011 @ 0.09 X

Information Technology 036 006 020 002 0.01 010 0.03 X

Materials 024 006 023 009 016 @ 014 0.09 0.06 X

Real Estate 030 025 016 032 042 @ 031 038 030 @ 039 X
Utilities 031 040 027 033 057 @ 048 050 042 @ 051 021 X

Source: own calculations

Table 6 » Sector index pairs with highest correlation, S&P 500

Materials
& Industrials

Financials

& Industrials

IT & Communication
Services

Materials
& Financials

IT & Consumer
Discretionary

0.93 0.93

0.90

0.90

Source: own calculations

Table 7 » Sector index pairs with lowest correlation, S&P 500

Utilities Energy & Consumer

Staples

& Energy

IT & Energy

Energy
& Communication
Services

Energy
& Health Care

0.50 0.54

0.56

0.58 0.58

Source: own calculations

during the pandemic are shown in the table 9.
These pairs exhibited almost perfect positive cor-
relation.

The five weakest correlated sector index pairs
during the pandemic are shown in the table 10.
These pairs exhibited low-moderate level of posi-
tive correlation and have been the most suitable
for diversification of stock portfolios during the

COVID-19 pandemic if the goal was to allocate
funds in a way to minimize risks and avoid the
largest price drops.

4. Conclusions

The purpose of this article was to confirm the hy-
pothesis that prices, i.e., stock returns during the



pandemic, showed different correlations as op-
posed to prices during the pre-pandemic period
and to pinpoint the weakest-correlated stock mar-
ket sector. Sector indices of S&P 500 and STOXX
Europe 600 were chosen due to being the largest,
most liquid markets with most complete and relia-
ble data.

The impact of COVID-19 on stock markets has
been studied from different perspectives. Howev-

er, most studies (Wu et al., 2022) have focused on
systemic risk in individual countries or financial
markets during the COVID-19 pandemic. Addition-
ally, few studies have combined the conditional
autoregressive value at risk model and network
theory to investigate the risk correlations among
stock markets in different countries. To bridge this
research gap, this paper measures the tail risk un-
der the impact of COVID-19 by analysing the risk

Table 8, part 1 » Changes in correlation coefficients (during COVID — before COVID), STOXX Europe 600

g g v | g 5
=] &£ = o ok [~
g = 2|28 5| 8| ¢z
£ @ i T 5 % O s a
Difference 2 = e 55 I~ e g =
= = L= = = 2 s
£ = g s8I 5] £ g
g 5 E "3 8 g
e 2 B =
Telecommunications X
Retail -0.03 X
Automobiles & Parts 0.06 = 0.02 X
Media -0.02  0.01 0.12 X
Travel & Leisure -0.14 = -0.08 = 0.08 = 0.01 X
Personal & Household Goods 0.07 = 0.05 @ 0.10 . 0.04 = 0.08 X
Food & Beverage 0.08 005 : 013 0.08 0.01 0.03 X
Oil & Gas 0.1 003 018 016 . 0.19 013 | 0.14 X
Insurance -0.01  -0.03 | 0.11 0.09 0.02 0.07 0.13 0.17 X
Financial Services -0.02 000 0.08 006 : 0.03 007 010 012 : 0.00 X
Banks 0.01 -0.02 0.1 0.13 0.05 0.10 0.20 0.14 0.02 @ -0.02
Health care -0.01 + -0.07  -0.06 -0.06 -0.23 -0.01 . -0.01 @ -0.03 : -0.10 -0.04
Industrial Goods & Services 0.00 -0.02 i 0.06 . 0.07 0.04 @ 0.06 0.1 0.07 = 0.04 0.04
Construction & Materials 0.02 : -0.01 0.08 0.06 0.02 0.06 0.11 0.14 0.07 0.04
Technology -0.02 ¢ 002 0.00 002 . 0.04 005 0.03 007  -002 0.05
Basic Resources 0.14 0.14 0.15 0.23 0.16 0.21 0.21 0.02 0.17 0.18
Chemicals 0.09 000 : 003  0.09 004  0.07 01 0.08 = 0.04 = 0.06
Real Estate -0.06 + -0.02 0.16 = 0.05 . 0.06 @ 0.01 0.02 022 013 : 0.10
Utilities 0.02 005 012 0.06 @ 003 006 0.05 005 008 0.09

Source: own calculations

{20/21}
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Table 8, part 2 » Changes in correlation coefficients (during COVID — before COVID), STOXX Europe 600

g
S
3 2
, S 8 8% =3 g 2z =
Difference < S E% c o = L =
= v = o [ o =
e © g2 g 9 5 e 5
= I S = - @ v o
=] o
5
E
Banks X
Health Care -0.15 X
Industrial Goods & Services 0.02 0.07 X
Construction & Materials 0.05 0.09 0.02 X
Technology -0.04  0.00 0.00 = -0.02 X
Basic Resources 0.15 0.04 0.11 0.16 0.13 X
Chemicals 0.05 = -0.04 @ -0.01 0.03  -0.02 0.4 X
Real Estate 0.10 -0.08 0.13 0.12 0.10 0.20 0.09 X
Utilities 0.06 0.06 0.09 0.11 0.09 0.17 0.15 @ -0.01 X

Source: own calculations

Table 9 » Sector index pairs with highest correlation, STOXX Europe 600

Industrial Goods
and Services &
Construction and
Materials

0.94 0.93

Industrial Goods
and Services &
Financial Services

0.90

Financial Services
& Construction
and Materials

Banks
& Insurance

0.90

Insurance
& Financial
Services

Source: own calculations

Table 10 » Sector index pairs with lowest correlation, STOXX Europe 600

Health Care
& Travel and
Leisure

Health Care

& Banks

0.40 0.42

Health Care
& Basic Resources

0.46

Health Care

& Automobiles

and Parts

0.49

Health Care
& Oil and Gas

0.49

Source: own calculations

correlation of the individual sectors of the stock
markets worldwide.

The added value of the paper is the resulting in-
formation demonstrating what has been the opti-
mal stock allocation strategy based on correlations

during the pandemic which could serve as a base
for investors should another pandemic (or any cri-
sis of another type) arise and pressure the global

markets.
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Analysis of Risk Correlations among Stock Market before and during the COVID-19 Pan-
demic

ABSTRACT

The COVID-19 pandemic formed a unique situation across stock markets during which stocks performed dif-
ferently as compared to non-pandemic time periods. These conditions created an opportunity to analyze the
changes in stock correlations during a time period of such global market uncertainty. Objective of this arti-
cle is to confirm the hypothesis that there have been changes in stock price correlations before and during the
pandemic and to give a recommendation how to diversify stock portfolios during future pandemics by allo-
cating funds to stocks from different sectors with the lowest rates of correlations in order to minimize risks.
To achieve precise results, thousands of random samples of 2-dimensional matrices (19x19 for Stoxx Europe
600 and 11x11 for S&P 500) containing correlation coefficients of all combinations of sector indices were cal-
culated separately for both pre-COVID and COVID time periods. Using a variety of statistical tests based on
the character of underlying datasets, the results (whether there was a significant change in correlations or
not) were calculated. Lowest-correlated pairs were identified. The hypothesis was confirmed for both stock
indices and vast majority of the sector index pairs although the change was more noticeable throughout the
S&P 500 index. The least correlated sector index pairs were suggested as a diversification option to minimize
risks during future pandemics.
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Stock indices; Correlation; Risk; Pandemic; COVID-19
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1. Introduction

Fashion is one of the world’s most important in-
dustries, driving a significant part of the global
economy. Currently, the United States and China
make up the largest economies and the largest re-
tail apparel markets in the world (McKinsey, 2017).

China, which is also the world’s largest produc-
er and exporter of textiles and apparel, accounts
for up to 65% of the world’s apparel. China is at-
tractive to brands from around the world because
of its huge workforce, manufacturing capacity and
efficient supply chains. An important factor is that
low wages keep production costs low, allowing
high margins for all brands, both fast and luxury
fashion. The central issue with this commercially
successful production model, is the benefit of sig-
nificant social and environmental impacts on the
planet and its inhabitants (Garagnon, 2021).

The second largest garment manufacturing
country in the world is Bangladesh. Garment ex-
ports account for almost 85% of the country’s total
exports. Bangladesh’s apparel industry has experi-
enced growth in recent years, increasing its share
of global apparel exports to 6.7% (Berg et al.,

2021). Bangladeshi factory workers are experts at
handling bulk orders and fast delivery, which ex-
plains why fast fashion brands such as Zara prefer
these suppliers (Asia Perspective, 2022).

The European Union is the largest importer of
goods from China and Bangladesh (Berg et al.,
2021). Other leading clothing producers include
Vietnam and India. The Vietnamese apparel indus-
try accounts for 5.2% of the global market share
(Fibre2Fashion, 2022). Many major global compa-
nies such as Nike, Adidas, The North Face, H&M,
Zara, and Mango produce apparel in Vietnam (Asia
Perspective, 2022). India’s domestic textile and ap-
parel industry accounts for 4% of global textile and
apparel trade and contributes 2% to the country’s
GDP (IBEF, 2022). Other important countries in
the global apparel industry include Turkey, USA,
Pakistan, Philippines, Kenya, Sri Lanka and Ethio-
pia (Tidswell, 2023).

The European textile and clothing industry em-
ploys 1.7 million people and generates a turnover
of €166 billion. The leading manufacturing coun-
tries in Europe are Germany, Spain, Portugal and
Italy (European Commission, 2023).

The revenue generated by the global apparel
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market increased gradually from 2015 until 2020,
when the Covid-19 pandemic hit retail sales hard.
In 2022, the revenue of this market was appro-
ximately US$ 1.53 trillion. According to the Con-
sumer Market Outlook, this will increase to nearly
$2 trillion by 2027 (Smith, 2022). Global apparel
consumption has grown explosively over the past
20 years. Fashion consumers purchase more than
80 billion new garments each year, which is 400%
more than in the past (The True Cost, 2015).

2. Fast fashion

The term “fast fashion” was officially introduced in
the 1990s by the New York Times (SANVT, 2022).
Fast fashion is a method of production, manufac-
turing and marketing aimed at the rapid produc-
tion of huge volumes of clothing. Fast fashion
clothing production uses replications of trends, of-
ten based on styles presented at Fashion Week
shows or worn by celebrities and well-known per-
sonalities. Fast fashion allows ordinary consumers
to acquire trendy fashion products at affordable
prices due to the use of low quality materials and
cheap labor (Stanton, 2023).

From a marketing perspective, fast fashion rep-
resents a strategy to produce fashion products at
affordable prices to the widest possible range of
customers. Fast fashion has become common due
to cheaper, faster production and shipping meth-
ods. The increase in consumers’ desire for current
trends has also increased their purchasing power,
especially among young people. The goal of fast
fashion is to produce pieces of clothing at an effi-
cient rate in response to rapidly changing consum-
er demands (Hayes, 2022).

Companies specialising in fast fashion are often
characterised by a lack of accuracy and transparen-
cy regarding their supply chain and production
methods for fashion products. These companies
often fail to disclose specific information about
their efforts to reduce their negative environmen-
tal impact, and they also frequently fail to provide
evidence of ensuring decent and safe working con-

ditions for their employees and compliance with
minimum human rights standards. In the fast fash-
ion market, some of the largest companies include
H&M Group, Inditex Group, Shein, Primark, Forev-
er 21, Topshop, Fashion Nova and New Look.
These companies often implement a hybrid busi-
ness model where they operate as both retailers
and manufacturers, even though the actual pro-
duction of the clothes is part of the outsourcing
(Hayes, 2022). Outsourcing production means that
a company outsources the production of its prod-
ucts to another company that specializes in a cer-
tain type of production or has sufficient capacity
and resources to produce products at a lower cost.
This allows the company to concentrate on its core
business activities such as marketing, sales, design
or research and development while reducing the
cost of producing the products. In the context of
fast fashion, many brands and companies out-
source production to countries with cheap labour,
which allows brands to offer garments at lower
prices and achieve a competitive advantage (Cheav,
2020).

3. Problematic aspects of fast fashion
chains

There are many problematic aspects to the concept
of manufacturing and selling fast fashion retailers.
Large retailers with a global reach, such as Inditex
or the H&M Group, copy the latest trends from cat-
walks and have them quickly adapted in factories
in third world countries. Factories located in devel-
oping countries are used to rapidly produce new
collections, which are then available in stores with-
in two weeks. The traditional division of seasons
into spring/summer and autumn/winter has re-
ceded and fast fashion brands now produce up to
52 micro-collections per year (Stanton, 2023). Ac-
cording to Thomasovd (2020) fast fashion has
three main areas of concern, namely the labour
market and human rights in developing countries
and the environment which is being destroyed by
pesticides, toxic paints and plastics.



3.1 Environmental impacts

Globally, the fashion industry is the second most
polluting industry after the oil and gas sector
(GENeco, 2023). Chemicals are often used to pro-
duce textile fibres and dyes, which can pollute wa-
ter and soil. In the production and transport of
clothing, greenhouse gas emissions are produced.
Water pollution and greenhouse gas emissions
have detrimental effects on the environment, in-
cluding global warming and biodiversity loss
(SANVT, 2020). It is also believed that most unsold
clothing is incinerated, resulting in significant car-
bon dioxide emissions. According to research by
McKinsey & Company (2018), it was found that
80% of clothes sold end up in landfill and only 1%
are fully recycled.

3.2 Unethical production and working
conditions of employees

Thomasovd (2020) states that fast fashion compa-
nies aim to reduce costs as much as possible,
which is why fast fashion chains outsource (out-
sourcing part of the organisation’s operations to
another, external organisation) to countries where
workers’ rights protection is virtually non-existent.
Garment workers often work in dangerous condi-
tions with no basic human rights. Workers also
have extremely low wages, which do not even
reach a living wage. Nguyen (2022) adds that in
manufacturing countries such as Bangladesh, Chi-
na and India, the minimum wage covers only half
to a fifth of what workers’ families need to get by.
Thomasovéd (2020) describes working conditions
in factories as miserable, unsanitary and unsafe.
Factories are located in countries with lower levels
of economic development, characterized by inade-
quate legal provisions for workers and limited gov-
ernment control. Workers in garment industries
have 14 to 16 hour working hours and are exposed
to harmful substances. Child labour, which in-
volves the employment of underage children in the
production of clothing and other products, is also

an enormous problem in the fashion industry.
These children are often forced to work in unsafe
conditions, violating their rights and endangering
their health (Moulds, 2022).

3.3 Greenwashing

Greenwashing is the process of conveying false im-
pressions or misleading information about how
environmentally friendly the products of fashion
companies are. This process involves unsubstanti-
ated claims designed to mislead consumers. Fast
fashion brands often try to hide their supply chain
and manufacturing processes in an attempt to pro-
ject a sustainable or ethical image (Hayes, 2024).
The Changing Market’s Foundation (2022) found
that almost 60% of the environmental claims made
by popular fashion brands within the European
Union are misleading.

3.4 Psychological pressure
and overconsumption

Fast fashion chains influence consumers them-
selves and encourage throw-away culture. Throw-
away culture refers to a modern society where the
prevailing trend is to buy cheap products, use
them for only a short period of time and then
throw them away regardless of the environmental
consequences (Morrison, 2022). The marketing
strategies of fast fashion companies, encourage
consumers’ constant desire to buy new, often un-
necessary products and encourage a mentality of
over-consumption, leading people to think they
need more and more things. These companies are
likely to encourage a kind of addiction through in-
stant gratification and dopamine release (Hayes,
2022).

4. Fashion marketing
Fashion marketing is a branch of marketing that

deals with advertising clothing and accessories to a
specific target market. Fashion marketing is the
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process of managing production from the selection
of designs to the presentation of products to retail
customers in order to maximize a company’s sales
and profitability. Fashion marketing involves the
process of identifying and defining the target cus-
tomer segment of a fashion manufacturer, fol-
lowed by responding to the preferences of this
group in the form of appropriate products that
should evoke high value in the perception of cus-
tomers and should be presented in creative ways
that motivate customers to buy (Steele, Major,
2023). The key attributes that differentiate fashion
marketing from marketing other products are the
rapid change in the fashion trends and the associ-
ated change in consumer preferences, therefore
much attention is paid to building long-term rela-
tionships and the associated customer loyalty
(Rath et al., 2014).

The fashion marketing system covers every-
thing from the creation of the design product to the
sale of the product, as well as its development,
packaging, promotion and sales promotion. The
4P method may vary from industry to industry.
The fashion industry is no exception and each
component has its own characteristics in the con-
text of fashion. Kiron (2022) states that the classi-
cal 4P marketing mix translates into a 7P market-
ing mix that adds the product, price, distribution
and promotion components of people (people),
process (process) and physical evidence (physical
evidence). The 7P marketing mix provides fashion
brands with a coherent framework that allows
them to manage all aspects of their marketing strat-
egy to gain consumer attention (Fashion Retail
Academy, 2023).

S. Generation Z

Marc McCrindle’s (2014a, 2014b) globally accepted
definition of generation is based on the Strauss-
Howe generational theory, which describes it as a
group of people born within a certain time period
(about 15-20 years), who are the same age, at a
similar stage of life, and who have been affected by

the same events, trends and developments. Each
generation has unique experiences, lifestyles and
demographics that influence their buying behav-
iour.

Marc McCrindle (2014a, 2014b) defines Genera-
tion Z from 1995 to 2009. Currently, the age range
of Generation Z is approximately 15 to 29 years
(2024). There have been many technological ad-
vances during their birth and adolescence. It is the
generation most affected by technological develop-
ments, the internet and associated social networks.
These factors and many others (such as higher
divorce rates, new concepts of family, attitudes
towards politics, etc.) are leading to the individual-
isation of individuals. This is a generation com-
pletely different from the previous ones (Horva-
thovd et al., 2016). Due to many factors, it is not
possible for all members of Generation Z to share
the same views, values or characteristics. However,
they do share a common context that determines
their worldview (Seemiller, Grace, 2017). Williams
(2015) presents Generation Z as an ‘open-eyed’
generation — conscientious, hard-working, anx-
ious and consciously focused on their future. Katz
(2022) describes Generation Z, influenced by
growing up in an internet-connected society, as a
highly collaborative social group that cares deeply
about others, has a pragmatic approach to tackling
a range of legacy issues (e.g. climate change), but
also values diversity and the search for its own
unique identity. Rosulek (2023) characterizes Gen-
eration Z as, “self-aware, persistent and relying
only on their own judgment”.

5.1 Generation Z and fashion

Generation Z’s consumer behaviour reflects their
values and the influence of the digital world. They
rely on their technology skills and social media
platforms to make purchasing decisions. Their
pragmatism leads them to explore and evaluate a
range of options before deciding on the final prod-
uct they will purchase. The final decision may be
heavily influenced by the reference group they are



part of, reviews from real users or also influencers
and celebrities. Generation Z uses social media
platforms as a means of expressing their personal-
ities and they view their purchasing decisions in
the same way — as an expression of their own val-
ues and identity (Casey, 2023).

Generation Z is generally more concerned
about the environment and sustainability than any
generation before it, but as a generation they are
also under a lot of pressure to constantly change
their wardrobe, leaving the question of which im-
pulse will win out (Kale, 2021). This generation
represents a dichotomy in consumer values that is
becoming more pronounced. Despite the fact that
Gen Z is usually considered socially progressive
and environmentally conscious, they are also vora-
cious consumers of fast fashion — one of the most
polluting industries in the world (Wilson, 2021).

Generation Z has found itself in fashion accord-
ing to Den Houdyker (2022). Youth culture and
young people have always been the driving force
behind trends. Now, the fashion world is driven by
the TikTok platform, where Generation Z in partic-
ular sets the rules. This generation has a very strict
internet subculture that they use to describe their
sense of style, lifestyle aesthetics and overall de-
fine the current vibe of today. The dominant Tik-
Tok platform has allowed fashion brands to flour-
ish and has also become a crucial venue for
Generation Z.

Data from UK market research company Mintel
(2020) suggests that Generation Z is consuming
more than previous generations when it comes to
fashion shopping. The survey found that 64% of
British 16 to 19-year-olds admit to buying clothes
that they then never wear, compared to 44% of all
those surveyed from older generations. The data
from this survey also shows that 70% of Gen Z 16
to 19-year-olds say they are more concerned about
the environmental impact of their purchases and
that sustainability is an important factor in their
fashion purchases.

STEM (Centre for Empirical Research) conduct-
ed a research entitled Sustainability in Fashion,

which focused on the motivations and strategies of
Czech consumers when purchasing clothing and
other consumer goods. According to the results of
the survey, people most often try to choose eco-
friendly alternatives in the areas of pharmaceuti-
cals and cosmetics (54%) and food (51%), while
factors such as price, appearance and material are
the most important for them when choosing
clothes. Shoppers are divided into two groups,
with 47% combining the purchase of new and sec-
ond-hand clothes and 45% buying only new
clothes. The most common motive for buying sec-
ond-hand across the age spectrum is a good price.
The 18-29 age group also adds to this motivation a
belief in environmental friendliness, which is the
most important aspect for them compared to other
age groups. At the same time, this group of people
are also highly motivated by the fact that they feel
better about such a purchase than buying from a
chain store (STEM, 2022).

Claxton for Vogue Business (2020) adds that
“The way we consume clothes is tied to our identity
in a way that is very different from other environ-
mental issues that may be of concern to this gener-
ation”. Young people find it hard to break the cycle
of consuming clothes as they feel pressure to wear
the latest trends due to the influence of social me-
dia. Claxton (2020) adds, “It’s time for brands to
make a change so people can make it. We need to
address the whole behavioural issue with consum-
ing things and the idea that we need to buy new
things all the time. We're all susceptible to that”.

5.2 Reaching Generation Z consumers —
attracting attention

Generation Z is an emerging buying power, and
brands want to respond to this and try to tailor
their communications to their existing or potential
consumers. Engaging with this social group and
building their trust can be challenging for many
brands as they are better at displacing traditional
advertising. This digital generation has grown up
alongside the modern development of influencer
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marketing, so they have developed the ability to
gauge the authenticity of ads. Gen Z expects
brands to participate together in meaningful values
that they themselves profess. They therefore prefer
brands that make sense to them and expect more
than just a product or service (Fashionary, 2018;
Schneider, Lee, 2022).

Trends in marketing strategies to engage Gen Z
are highly intertwined with fashion marketing
trends. These trends are social media and influenc-
er marketing, visual merchandising, sustainability
and last but not least the trend of diversity and in-
clusivity.

Gilcrease (2022) states that there are two poten-
tial problems in targeting Generation Z brands.
The first problem is that brands very often rely on
the most familiar form of promotion through Insta-
gram and Google. These two platforms are not nec-
essarily the first choice that Generation Z uses to
get information. The second problem can be char-
acterized as a real knowledge gap when it comes to
what actually motivates Generation Z to buy. What
they are looking for are brands that are authentic,
invest in building meaningful connections with
their audience and build trust by aligning with
their values.

TikTok, which has a very different aesthetic
compared to Instagram, has become a very popu-
lar platform for creating authentic content. Gen Z
also wants to see content that feels authentic in the
context of the platform. Therefore, brands should
seek out highly authentic creators to help them
capture the attention of this group (Oakum, 2022).

Generation Z is a visually oriented generation,
which means that visual appeal plays a key role in
their buying process. They expect not only authen-
tic, but also visually appealing content to showcase
products and services, through E-commerce and
social media like Instagram and TikTok (Uubex,
2019). Generation Z expects a visually appealing
and intuitive shopping experience, which is why
brands use visual product descriptions, 3D models
or virtual reality. With content creation, brands
can leverage influencers, who often have a big im-

pact on this generation’s buying behaviour and de-
cision-making (Kuzminov, 2023).

Brands should also actively engage in solving
social problems. For the new generation, no atti-
tude is also an attitude and can seriously damage
the brand image. The main issues for Generation Z
are mental health, diversity, climate change, stere-
otypes and violence. Generation Z also wants the
brands they support to be heard and show some
solidarity in times of crisis (Brzezicki, 2023).

6. Research methodology
6.1 Data collection

The quantitative research used an anonymous on-
line questionnaire created in Survio. The question-
naire was targeted specifically at Generation Z, i.e.
respondents born between 1995-2009. This re-
search set allows for the analysis of Generation Z’s
consumer behaviour in the field of fashion and the
identification of the influence of fast fashion
chains on the purchasing decisions of this gene-
ration. Social networking sites Instagram and Fa-
cebook were used to recruit respondents, where
engaging templates were shared to motivate re-
spondents to complete. The questionnaire was
shared on various profiles and also to focus groups
to find respondents. Data collection was conduct-
ed from February 22, 2023 to March 7, 2023 and
was completed by 441 respondents. The overall
completion rate of the questionnaire was 83.1%.

6.2 Research design

The research focused on searches of secondary
professional and practical sources focusing mainly
on fashion marketing, fast fashion, Generation Z,
consumer, purchasing decisions, and sustainability.

The aim of the primary research is to find out
how is the influence of fast fashion chains on Gen-
eration Z’s fashion purchasing decisions and ana-
lyse the fashion consumption behaviour of this
generation.



The authors chose not to use the determination
of assumptions in quantitative research using a
questionnaire survey in this paper. This decision is
mainly based on the authors’ decision to focus on
descriptive and exploratory data analysis rather
than testing specific assumptions. The aim of this
article is to gain a comprehensive insight into the
relationship between fast fashion chains and Gen-
eration Z’s purchasing behaviour and consumer
preferences in fashion. In this context, the authors
collected and analysed the data provided by the re-
spondents in the questionnaire survey and drew
relevant conclusions based on these data.

The questionnaire in this research survey con-
sisted of 24 questions and 4 categories that were
logically linked to each other. The following cate-
gories were designated for the research:

e consumer demographics (Q1-Q5),

e consumer fashion buying behaviour (Q6-Q15),

 the influence of social media (Q16-Q19),

e approach to sustainability in fashion purchas-
ing (Q20-Q24).

The data processed in this paper were part of
the defended bachelor thesis of student Kristyna
Kupczakovd, NEWTON University student, one of
the co-authors.

6.3 Respondents analysis

Demographic questions will help to identify the re-
spondent in some way and will be used to look for
possible links and connections between respond-
ents’ answers. A total of 441 respondents participa-
ted in the actual data collection, of which 341 were
female (77.3%), 97 were male (22%) and 3 (0.7%)
respondents indicated their gender as other. The
option to indicate their gender as other was for the
reason that no one should feel discriminated or hu-
miliated.

The questionnaire was targeted specifically at
Generation Z. McCrindle’s (2014a, 2014b) defini-
tion of Generation Z from 1995 to 2009 was used
for this research. 47.2% of respondents are current-
ly between 23 and 26 years old and 39% of re-

spondents are between 19 and 22 years old. For the
age categories 14-18 and 27-28 the percentage of
participation in data collection has dropped signif-
icantly, therefore for the other results we must as-
sume that most respondents who participated in
the survey are between 19 and 26 years old.

The most frequent response of respondents re-
garding their current status was studying or work-
ing. 35.5% of respondents are studying and work-
ing at the same time, 30.9% of respondents are
only working and 28.2% of respondents are only
studying. A smaller proportion of respondents are
also on maternity leave (3.2%) or unemployed
(1.4%). In the answer “other” 1 respondent indicat-
ed that he/she is in business.

According to primary research data, month-
ly income of 25.9% of respondents is between
0-5.000 CZK. This is probably related to the cur-
rent status of the respondents, which showed that
they are often students or part-time students and
working. Subsequently, we can observe a large in-
come gap with 23.4% of respondents reaching
20.001-30.000 CZK per month, this group may be
more likely to be only working but also students.
We also observe a difference in income, with
15.9% of respondents reaching monthly amounts
of 5.001-10.000 CZK and another 15% of respond-
ents reaching 30.000 CZK or more. Thus, overall,
we can observe large differences in the income of
all respondents.

6.4 Research questions

The following research questions were identified
to explore consumer fashion buying behaviour
and the influence of fast fashion brands on Gener-
ation Z.

RQ,: What impact do fast fashion chains
have on the purchasing decisions
of Generation Z?

RQ,: What is the consumer behaviour
of Generation Z in the area of fashion?
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7. Research questions results

RQ,: What impact do fast fashion chains
have on the purchasing decisions
of Generation Z?

The data analysis showed that fast fashion chains
have a significant influence on the purchasing de-
cisions of Generation Z. 85.7% of respondents
shop at commonly available fast fashion brands.
This influence is due to several factors such as af-
fordability (43.3%), easy access to a range of goods
(19.7%), choice of styles (16%), offering trendy
clothing (13.9%). Generation Z is very price sensi-
tive and is used to constantly changing fashion
trends. Fast fashion chains offer them trendy
clothes and accessories at relevantly low prices,
which is attractive to many people from this gener-
ation and can lead to more frequent purchases and
larger volumes of goods bought. However, this
availability often has a negative impact on the
environment and working conditions of workers in
the countries where these products are produced.

Frequency of clothing purchases is quite alarm-
ing, nearly 35% of Gen Z consumers were most
likely to say they buy clothing once a month. In
turn, with a result of 32.9%, consumers said they
buy new clothes seasonally, which is both a sensi-
ble and more sustainable way, also recommended
by experts. Up to 19.3% of consumers buy new
clothes 2 to 3 times a month. Among consumers of
this generation, there are also people who buy
clothes once a week or daily, which is obviously
not a sustainable way of consuming clothes. What
is interesting about these results is that when
asked in question 23 whether Generation Z con-
sumers wear all the clothes they own, 82.3% of re-
spondents said no.

Fast fashion chains have strategically located
brick-and-mortar stores in shopping malls and
busy locations in cities, allowing easy access to a
range of goods. However, analysis has shown that
Generation Z nowadays prefers to shop online
rather than in brick-and-mortar stores. This trend

is mainly due to the convenience and speed of
shopping, the ability to compare prices and offers,
but also the lack of time to physically visit stores.
This easy access to a range of goods is one of the
factors contributing to the attractiveness of fast
fashion chains to Generation Z.

Generation Z is known for their interest in fash-
ion and following the latest trends. Fast fashion
chains are very attractive to this generation be-
cause they offer trendy clothes that match the lat-
est fashion trends. These chains have a fast pro-
duction cycle, which allows them to respond
flexibly to the latest fashion trends and incorporate
them quickly into their offerings. Fast fashion
chains thus offer a wide range of clothing that
matches current fashion trends and the demands
of Generation Z.

Fast fashion chains strive to offer the widest
possible choice of styles to appeal to the widest
possible range of customers, including Generation
Z. As part of this, they also try to provide a variety
of sizes so that customers can find clothes that fit
them perfectly and suit their body proportions.

The main fast fashion brands that influence
Generation Z are H&M (29%) and Zara (12%).
These brands offer a wide range of trendy clothing
and are available both online and in brick-and-
mortar stores. Popularity with Generation Z is
based on offering trendy clothes at affordable pric-
es and popularizing these trends on social media
(41.3% Instagram, 17.5% Pinterest, 13.2% TikTok,
1.8% YouTube, 0.5% others vs. 25.9% no inspira-
tion from social media platforms). These fast fash-
ion brands have a very significant role in the buy-
ing behaviour of Generation Z and are often the
first choice for these customers when looking for
trendy and affordable fashion. Fashion influencers
are followed by 46.3% of survey respondents.

RQ,: What is the consumer behaviour of
Generation Z in the area of fashion?

Generation Z has different shopping habits com-
pared to previous generations. Based on an analy-



sis of Generation Z’s fashion shopping behaviour,
several key trends were identified.

Based on the analysis conducted, it can be con-
cluded that Generation Z tends to spend more
money on clothes than they can actually afford.
This is largely influenced by the fast fashion indus-
try, which is enticing Generation Z to shop more
frequently due to its low prices and easy availabili-
ty. However, this dependence on the fast fashion
industry can lead to adverse financial consequenc-
es, as the quality of clothes and their durability are
often lower, which means that they have to be re-
placed more often. This ultimately leads to in-
creased overall spending on clothing, which can
exceed the original budget and lead to a financial
burden for the individual.

Generation Z tends to spend more money on
clothing than they can actually afford, which can
have a negative impact on their financial stability.
The fast fashion industry has a significant impact
on this, with its low prices and easy availability en-
ticing Gen Z to shop more frequently. However,
this dependence on the fast fashion industry can
lead to adverse financial consequences, as the
quality of clothes and their durability are often
lower, meaning that they have to be replaced more
frequently. This group also prefers to shop more
frequently, which can lead to increased expendi-
ture on clothing over a longer period of time.

Generation Z prefers to buy clothes and fashion
accessories online rather than in brick-and-mortar
stores. This way of shopping is more convenient
for them and allows them to compare prices and

products before buying. The analysis also shows
that this generation prefers buying through web-
sites and e-stores over mobile apps. This may be
due to the fact that e-shops are easily accessible
from different devices and provide more options
for searching products, comparing prices and read-
ing reviews. For this reason, it can be a new oppor-
tunity for fashion brands to focus on further devel-
oping their websites and e-stores. Fashion brands
should strive to create user-friendly mobile apps
that provide added value for customers, such as ex-
clusive discounts, product recommendations or
access to limited edition collections. Given that
Generation Z spends most of its time on its mobile
phones, mobile apps can become a key tool for
brands looking to build relationships with their
customers to increase customer loyalty.

Analysis has shown that for Generation Z, vari-
ous factors are critical when choosing clothing.
The most important factors include price, design
and convenience. As a result, respondents report
that they want clothing to be affordable, but at the
same time they like it and find it comfortable to
wear. Another important factor is the quality of the
material and practicality, which means that the
clothes should be made of quality materials and be
practical for everyday wear. Brand and sustainabil-
ity are also factors that have been shown to be im-
portant, although they have a lower priority com-
pared to price, design and comfort.

According to the analysis, Generation Z is very
active on social media and often use it as a source
of fashion inspiration. Instagram, Pinterest and

Companies specialising in fast fashion are often characterised by a lack of ac-
curacy and transparency regarding their supply chain and production meth-
ods for fashion products. These companies often fail to disclose specific infor-
mation about their efforts to reduce their negative environmental impact, and
they also frequently fail to provide evidence of ensuring decent and safe work-
ing conditions for their employees and compliance with minimum human

rights standards.
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TikTok are the most preferred platforms. These so-
cial networks are an important source of informa-
tion on fashion trends for young people, which
means that brands trying to reach Generation Z
should have a strong presence on these platforms.
Within these social networks, the so-called Fash-
ion Influencers are also very important to Genera-
tion Z, who they prefer to follow more than the
fashion brands themselves. For this reason, brands
should partner with influencers to reach their tar-
get audience and increase their visibility on social
media.

Generation Z tends not to wear all the clothes
they own, especially because of rapidly changing
trends. Unused clothing is most often sold or do-
nated by Generation Z. This trend is particularly
influenced by Gen Z’s greater awareness of sus-
tainability and environmental issues. This genera-
tion is well-informed about the fashion industry’s
impact on the planet, and is trying to minimize
their own ecological footprint. Analytical data
shows that Generation Z tends to combine buying
new clothes with buying second-hand clothes
(61.9%). The affordability of products offered in
second-hand stores also contributes to this trend.

The survey found that Gen Z representatives
sell unwanted clothing, 26.1% in total. The most
popular platform for selling and buying clothes is
Vinted, which according to SimilarWeb (2023) is
the most visited fashion web platform in the Czech
Republic. It is evident that consumers are satisfied
when they have some profit from their no longer
needed clothes. A very similar number of consum-
ers donate their clothes to friends or family (25.9%)
or donate them to charity (25.6%).

8. Conclusion

Generation Z’s consumer behaviour can be seen as
a paradox because it includes different elements
that may be contradictory or inconsistent. The re-
sults of the investigation showed that Generation Z
is highly influenced by fast fashion chains, mainly

due to the affordability of trendy clothes. At the
same time, it was found that Generation Z is very
receptive to sustainable and ethical fashion and
many of them are trying to reduce their ecological
footprint by recycling clothes or combining new
clothes purchases with second-hand purchases. A
large part of this generation would also be willing
to pay more for a more eco-friendly product, but so
far this is not happening.

One of the key measures could be to improve
the design to produce longer lasting garments, but
this would imply a significant change in pricing.
Another important aspect is to educate consumers
on sustainability issues to encourage recycling and
recovery of unused clothing. Fashion brands could
provide customers with recycling and donation op-
tions for charity, which would help reduce textile
waste and provide customers with more sustaina-
ble alternatives for consumption behaviour.

It is important to mention that people often be-
lieve that rational factors such as price, quality or
product features are the main influences on their
behaviour and decision-making. In reality, the en-
vironment, people close to them, personal experi-
ences or even the mood of the moment may be a
more significant factor. This is important to con-
sider in consumer behaviour and decision-making,
where people are often influenced by advertising,
fashion trends and recommendations from people
in their environment without realising how much
all this influences their decisions. It is therefore im-
portant to take these facts into account to better
understand consumer behaviour.

The research conducted for this paper has
shown that Generation Z has specific preferences
and buying behaviour when it comes to fashion.
Fashion brands trying to appeal to this generation
should focus on adapting their marketing strate-
gies to the trends that this generation responds to.
Other key areas to highlight are minimising the
need for constantly new clothes, educating con-
sumers and encouraging more conscious purchas-
ing decisions.



Not only consumers need to be involved in the and sustainable approach to production and mar-

change, but also the fashion companies them- keting and avoid any greenwashing that has a neg-

selves. These companies should adopt an ethical ative impact on the planet and society as a whole.
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Fast fashion influence on the purchasing decisions of Generation Z customer behaviour

ABSTRACT

The aim of the research article is to find out the influence of fast fashion chains on Generation Z’s fashion
purchasing decisions and analyse the fashion consumption behaviour of this generation. Based on the re-
search of expert sources and practical approaches of fast fashion brands, trends of purchasing decisions and
Generation Z consumer behaviour, a qualitative and quantitative analysis of consumers buying fashion
products will be conducted. Fashion industry and its very powerful development, including fashion market-
ing and consumer behaviour and Gen Z who is constantly under the pressure buying new clothes is leading
to acceleration of this business and natural disasters around the world, especially in the continent of Asia.
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Equally important are aspects focusing on attitudes towards fashion in general, fashion sustainability and
analyses the preferred brands of these consumers. These topics are formulated into research questions. By
answering the research questions, the paper will provide insights for fast and slow fashion brands and help
them to improve the sustainability of their product development in area of sustainability and communica-
tion with the customers of Gen Z.
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