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CAN FOOD BE A COMPETITIVE
ADVANTAGE OF CROATIAN
TOURISM?
Abstract
Tourism in is one of the most efficient and competitive industries in Croatia. According to the Croatian
National Bank (2015), with an income of 7.4 billion Euros in 2014, it contributes 17.2% to the national GDP.
From the marketing point of view, it is one of the most crucial images of Croatia internationally. However,
for decades tourism in Croatia was marked as “3S” (sun, sand and sea). This means that its competitiveness
was based primarily on natural resources. Apart from price differentiation, such positioning has removed
the characteristics that differentiate it from other Mediterranean destinations and has resulted in the existing problems of high seasonality, low ROI, low value added, etc.
The major goal of this paper is to analyse the opportunity of increasing the tourism value added by developing food tourism as a special tourist product of Croatia. The research is in line with the goals of the national
tourism development strategy which emphasizes the need to create value added to the national economy by
valorisation and protection of available resources, market repositioning and new identity creation as well
as enabling additional market opportunities for local products. Food tourism perfectly matches these goals.
A pilot research of supply (hotels and restaurants, local tourist associations, souvenir shops) and demand
(foreign tourists) was conducted and potential for such development was identified. The gaps in attitudes
and opinions between supply and demand of food tourism is analysed and discussed and appropriate marketing activities are suggested.
Keywords: Food tourism, Croatia, marketing, competitiveness

1. Introduction
With its contribution of 17.2% to the national GDP
in 2014, which is significantly higher than the EU
average and an income of 7.4 billion Euro, tourism
represents one of the most important economic
activities in Croatia. From the marketing point of
view, it represents one of the most crucial positive

images of Croatia internationally. However, for decades tourism in Croatia was marked as “3S” (sun,
sand and sea). This means that its competitiveness
was based primarily on natural resources. Apart
from price differentiation, such positioning has removed the characteristics that differentiate it from
other Mediterranean destinations and has resulted
in the existing problems of high seasonality, low
ROI, low value added, etc.
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On the other hand, it has been recognized that the
food industry in Croatia, both in terms of natural
resources and human resources quality, has a strong
and high quality foundation needed to become
internationally recognized for its food products.
At present the food industry (food and beverage)
achieves the highest total revenue and employs the
most people in comparison to the manufacturing
industry as a whole (Agency for Investments and
Competitiveness, 2012). According to Žaper (2004),
Croatia is both geographically and culturally divided into three basic regions: Pannonian, Dinaric
and Adriatic, which is also reflected in food/cuisine
differences. Such a variety in a relatively small area
enables the creation of a rich food offer with high
availability.
The aim of this research is to analyse the possibility of developing a Croatian gastro/food identity
and create an image of Croatia as a high quality
gastronomic destination. In this context, we have
designed a research that addressed both the supply
and demand side in tourism on three different aspects of food as a part of the tourism product:
• food in general,
• local specialty food, and

It was not until recently that food was recognized
by different stakeholders as an important factor in
enriching the tourism product. Food comprises a
major part of the tourist travel experience and may
function as a destination trigger. If food experiences
are positive, tourists are inclined to pay a higher
price for a positive experience (Morgan, 2006).
According to Bjoerk and Kauppinen-Raeisaenen
(2013), food experiences may affect pre-travel behaviour (choice of destination), on-site behaviour
(consumption of local food) and post-travel behaviour (sharing with others both positive and negative
experiences, and deciding about the next visit). Misiura (2006) recognizes different roles that food can
play in tourism:
• It can be seen as a part of local culture which
tourists consume;
• It can be used as a part of tourism promotion;
• It is a potential component of local agricultural
and economic development; and
• It is a regional factor that is affected by the consumption patterns and perceived preferences of
the tourists.

• food as a souvenir.

2. Literature overview on food and tourism
Global trends impact the possibility for strong and
efficient synergy between tourism and the food
industry. Eating habits of consumers, particularly
tourists, are changing in a way that increasing attention is paid to the diversity of the food offer, the food
– health relation and time constraints (the joy of no
cooking) (Perkov, 2003). At the same time, we are
witnessing the globalization of gastronomy, growth
of out of home food consumption and perception of
food as a cultural product of a tourist destination.
Taking into account that food represents an increasingly significant sign and symbol of lifestyle, social
status and identity of each individual, it becomes
understandable that food consumption attracts attention and becomes an important component of
the general tourist experience. The local cuisine is
therefore often emphasized by various destination
management organizations and considered an important part of the tourist destination brand (Okumus et al., 2013). Moreover, “silent export” of food
10

through tourism and tourist consumption is much
easier and more profitable than the classic exports
which are often subject to different quantitative and
qualitative barriers.

Such reasoning implies the importance of food on
both the supply and demand side. Tourists can be
motivated to consume local food in order to learn
about local culture, to acquire some new exciting
experiences, or to enjoy prestige when consuming
or bringing home local food specialties as souvenirs. It can be promoted as a differential strength
of a tourist destination. Beer (2008) states that food
and drinks consumption is frequently the most
important part of the destination experience. On
the supply side, tourist food demand can help the
agricultural and economic development of a tourist destination. It has to be emphasized that the local food supply has to adapt according to tourists’
needs and preferences. Their needs and preferences
for local food depend on different factors. Mak et al.
(2012) identify five groups of factors that influence
the local food consumption of tourists: cultural and
religious factors, socio-demographic factors, motivational factors, personality and past experience. If
the strategic goal is to develop food tourism, all of
these have to be monitored and analysed, which for
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the time being is not the case in Croatia nor in many
other countries.
Research of du Rand and Heath (2006) has identified key barriers in the development of food as an
element of a competitive and sustainable tourism
product. There are quite a few barriers that can be
grouped into three characteristic groups:
• non-existent knowledge of local and regional
food potential in general,
• no insight into tourism potential of local food,
and
• marketing limitations – financing of promotional
activities, branding, promotion of local food restaurants, organization of gastro/food events, etc.
Nevertheless, the same authors claim that food
tourism can be an important source of marketable
images and experiences for tourists, reinforcing the
competitiveness and sustainability of a destination.
Both the food and tourism industry benefit from
this interaction as local and regional food producers become an important means of selling the identity and culture of a destination. At the same time, it
enables food producers to add value to their products by creating a tourism experience around raw
materials. According to Meler (2002), the basic idea
of food marketing in the context of tourism is to
provide tourists not only with food and drinks, but
to make them satisfied in sense of quantity, quality,
ethnicity and gastronomy with both products and
related services.

2.1 Supply and demand for food in Croatian
tourism

as “unimaginative, monotonous and poor”. He discusses the possible reasons for such an opinion and
emphasizes the inefficient marketing efforts of promotional campaigns, the next to low level of identity (local food restaurants availability and variety),
the inability of food supply subjects to create a positive, exclusive image of Croatian food and the possible inadequate selection of food types and tastes
according to tourists’ preferences.
As reported by the TOMAS (2010) research, the
major motive for ¾ of the tourists coming to Croatia
is passive relaxation (sun, sand and sea). This is followed by fun (44%) as the second primary motivation. Among the three secondary motives, we would
like to emphasize gastronomy, which accounts for
22% of the tourist motives for coming to Croatia.
In the national strategy of tourism development in
Croatia, by 2020 (MINT, 2013) gastro tourism will
be recognized as one of the specific tourist products
with a high development potential. The strategy has
a goal of development i.e. repositioning Croatia to a
fast growing gourmet destination and the following
are examples of contemporary efforts in this context. The new booklets on Croatian gastronomy and
Croatian wines are available to tourists. In addition,
the project on Croatian authentic cuisine launched
by the Ministry of tourism will allow interested restaurants to obtain a visible sign if they serve a minimum of 70% authentic local food as proof of quality.
The symbol implemented for regional local food of
eastern Croatia is shown in Figure 1.
Figure 1 The symbol implemented for the regional
local food of Eastern Croatia

There is not much research of food supply and demand in Croatian tourism. There are only a few researchers who have conducted, for the most part,
partial analysis in form of case studies or covering
only micro locations. The most systematic research
on food demand of tourists, as a part of a much
wider scope project, was made by the Institute for
tourism (TOMAS project).
Pranić (2012) states that food, drinks and gastronomy in Croatia in general are still insufficiently presented in both tourism strategy and tourist leaflets
and brochures. His research results indicate that
foreign tourists perceive the Croatian food offer

Source: Tourist Board of the Vukovar-Srijem County (2015)
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2.1.1 Food supply
Research has shown the global trend of increasing
interest for local food as a part of the total tourism
product. The same is indicated in Croatia. However,
despite high quality local food, tourists in Croatian
hotels are served 45% imported fish, 44% imported
lamb meat, and 52% imported pasta. Therefore, the
economic effect of tourism on the local food industry is reduced (Croatian Chamber of Economy,
2015).
The research on food supply in Croatian tourism is
scarce despite the above-mentioned global trend.
Šverko’s (2002) research from the 1990s in Istria
(which is the most developed tourist region in Croatia) indicates a rather poor assortment in terms of
supply width and depth, with an emphasis on monotonous food offerings in hotels, a weak supply
of local specialty food and a discrepancy between
tourists’ expectations and satisfaction.
Comparison of tourists’ expenditures regarding
food in Croatia and other competing Mediterranean destinations shows that comparable quality level
hotels have comparable prices and effects. However,
food supply and consumption out of hotels (restaurants, pubs, etc.) lag significantly with respect
to quality, design, assortment and level of service
(Cerović, 2002).
Pranić (2012) has conducted a research in 20 local
food restaurants (called “konoba”) in Split analysing the offer of local (Dalmatian) meals, wines and
desserts. Only 29% of all foods offered by these restaurants were mostly or fully local ethnic food, although their categorization implies local food as a
major offer.
As a conclusion, we can state that the food supply
has a potential, but suppliers do not make sufficient
effort in adapting to tourists’ needs and preferences.
Tourists do not recognize Croatia as a culinary destination (such as Italy or France). The food supply is
often more oriented toward international fast food
options instead of local specialties.

2.1.2 Food demand
Out of total daily expenditure at the destination (58
Euro), 25% is the food expenditure (9% as a part of
standard package - full or half board, and 16% as extra food and drink expenditure). The increasing in12

terest of tourists in Croatia for food can be illustrated by the fact that in comparison to 2007, in 2010
only expenditure for food and drinks has increased
by 13%, while all other components of the tourism
product (shopping, sports, recreation, culture, fun
and others) have decreased. The rough estimations
are that food and beverage tourist expenditures in
Croatia are over 1 billion Euro yearly (Institute for
Tourism, 2010).
However, many Croatian experts (Cerović, 2002;
Bošković and Milohanić, 2002) emphasize that this
could be significantly higher if the offer was aimed
at overcoming the existing weaknesses: low quality
of offer, unorganized food imports and simultaneous underuse of local food production and unattractive product design combined with high prices.
Golob et al. (2014) have researched the tourists’ satisfaction with different aspects of tourism product
in Umag (Istria). Their satisfaction with food was
very high: according to the 5-point Likert scale, the
quality of food in restaurants was 3.93, the variety of
gastronomy 3.92 and the food supply in shops 3.73.
These scores (beside the last item) are all above the
general evaluation of Umag as a tourist destination
(3.89).

3. Research
3.1 Research methodology
The research presented in this paper was conducted
during spring (supply side) and summer 2015 (demand side). It consists of two parts. One had the
task of supply analysis and was presented in detail
at the CROMAR 2015 Congress (Leko Šimić and
Hrenek, 2015) and the other was aimed at demand
analysis, i.e. research of foreign tourists’ perceptions and evaluation of the above mentioned three
aspects of food in tourism.
Two structured questionnaires were developed:
one for the supply-side stakeholders (hotels and
restaurants, local and regional tourist associations,
tourist agencies and souvenir shops) and one for
the demand side, i.e. foreign tourists. The questionnaires were administered through personal interviews (tourists) and e-mail contact (supply-side
stakeholders). All of the questions were designed as
closed and a 5-point Likert scale was used for the
evaluations.
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The supply-side analysis covers the whole of Croatia. Research was conducted in the period April –
June 2015. Questionnaires for foreign tourists were
distributed and collected in Poreč and Pula (Istria)
and Split and Korčula (Dalmatia) in the period June
– August 2015. The
Table 1 Sample description
SUPPLY-SIDE SAMPLE
Hotels and
restaurants

11

Local
tourist
associations

26

Tourist
agencies

Souvenir
shops

2

5

25%

59%

5%

11%

DEMAND-SIDE
SAMPLE - tourists
Gender

N

%

Male

63

54.8

Female

52

45.2

˂ 25

15

12.5

Age
25 – 35

29

24.2

36 – 50

35

29.2

51 – 65

26

21.7

> 65

15

12.5

First time

35

30.4

Few times

47

40.9

Always

33

28.7

Holidays in
Croatia

44

100

Source: Authors’ work

The major goal of the conducted exploratory research was to identify the perceptions of food supply
actors on the one hand, and foreign tourists on the
other and to compare them in order to identify the
strengths and weaknesses of the existing food supply
in Croatian tourism as well as the gaps between the
supply and demand sides’ views and opinions. Food
supply was analysed from three different aspects:
food in general, local specialty food and food souvenirs. Food in general was described as tourists’
overall food experience: restaurants, supermarkets,
green markets and hotels, depending on the type of
their holiday package. Local food specialties were
described as experience of local food consumption
either self-prepared or consumed in local specialty
food restaurants. Food as souvenir was described as
any type of food that the tourists are buying to take
home, for either self-consumption or as a present.
The first question in the questionnaire for tourists
was to identify their motives for choosing Croatia as
a holiday destination. Food and drinks was given as
one of the six alternative motives. A 5-point Likert
scale was used for evaluation and results are shown
in Table 2.
Table 2 Tourists’ motivation for choosing Croatia
as a holiday destination
Motive

Income
in home
country

Average score
(1-5 Likert
scale)

beauty of natural resources

4.80

Less than
average

27

22.7

cultural and historic monuments
and events

3.73

Average

63

52.9

health improvement

3.03

Above
average

29

24.4

sports and recreation

3.04

Home
country

TOTAL

3.2 Research results and discussion

Germany

22

18.3

Italy

17

14.2

Slovenia

16

13.3

Other

65

54.2

120

100

adventure

2.30

food and drinks

3.26

Source: Authors’ work
Obviously, the prevailing perception of sun, sand
and sea is still the major motivation for visiting Croatia (4.80), followed by cultural and historical monuments and events, while food and drinks hold the
third position but with a relatively low score (3.26).
These results might be somewhat biased due to the
fact that the research was conducted during the
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summer months and in the coastal area only when
and where foreign tourists indeed come primarily
for the 3S. It is possible that research of low-season
tourists’ motivations would be somewhat different.
However, the relatively high position of cultural and
historic monuments and events among the motives
for visiting Croatia might open the possibility of
“secondary” promotion of local food and drinks by
including them in the “cultural package”.
In order to identify the differences in food quality perception from the supply and demand side,
a comparison of average scores was made. The
supply-side stakeholders and tourists were given a
5 point Likert scale to evaluate the tourists’ satisfaction with the food offer quality in general. Table 3
shows the average scores of food quality perception
for three different aspects: food in general, local
food specialties and food souvenirs.
Table 3 Comparison of the supply-side perception of tourists’ satisfaction and actual tourists’
satisfaction with different aspects of food as a
component of the tourism product in Croatia
Supply-side
perception
of tourist
satisfaction
(Mean)

Actual
tourists’
satisfaction
(Mean)

4.05

3.51

Food in general
Local food specialties

4.29

3.45

Food souvenirs

3.57

3.10

Source: Authors’ work
Table 4 Tourists’ evaluation of different aspects of
food supply in Croatia
quality

price

It is evident that the supply-side stakeholders perceive tourists’ satisfaction with all food aspects
higher than it actually is. The highest deviation in
perceptions was noticeable for food specialties, and
the lowest for food souvenirs. Tourists are most
satisfied with food in general, while the supply-side
stakeholders consider that tourists are most satisfied with local food specialties. Food as souvenir is
perceived by both the supply and demand side as
the weakest point.
Besides general quality, foreign tourists were asked
to express their level of satisfaction with price,
promotion, availability, variety and originality of
the three above mentioned different food aspects.
Their evaluations are presented in Table 4.
Food in general was evaluated with an average
score of 3.51 on a scale from 1 to 5. Tourists are most
satisfied with its availability and least with its originality. Local food specialties were ranked second
with an average score of 3.45. Tourists are most satisfied with its quality and originality, and least satisfied with its promotion (information) as well as the
price. In fact, the largest gap between quality and
price is evident in the case of local food specialties.
As for food souvenirs, their average score is 3.10
and it is shown that tourists are most satisfied with
their quality and originality, and least satisfied not
only with their promotion (information) and price,
but also with their availability. Generally, tourists
are most satisfied with the quality of the food supply
(an average of 4.11) and least satisfied with promotion (information) of the food supply (an average of
2.70). The low level of satisfaction with promotion
(information) is in accordance with Pranić (2012),
who emphasized inefficient marketing efforts in addition to the low level of offer identity (local food
restaurants availability and variety) as well as with

promotion,
information

availability

variety

originality

Total
average
satisfaction

food in general

3.74

3.37

3.04

4.36

3.88

2.64

3.51

local food
specialties

4.45

2.95

2.71

3.27

3.29

4.01

3.45

food souvenirs

4.05

2.68

2.38

2.75

2.95

3.91

3.10

Total average
satisfaction

4.11

3.03

2.70

3.48

3.38

3.51

3.35

Source: Authors’ work
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Boyne, Hall and Williams (2003), whose research on
food promotion in the tourism market shows the
non-existent or low-level collaboration between
different stakeholders in food promotion. They give
the example of the very good, high quality web sites
developed by producers or distributors that are not
suitably represented on web sites of their respective
local tourist boards although they are the point of
departure for many tourists researching travel destinations. Also, the research of du Rand and Heath
(2006) emphasizes the lack of food promotion as the
key constraint in food tourism development.
It can be concluded that the most important
strengths of the food supply in Croatia in general
are high quality and originality, while the lack of
promotion (information) and high price are the
greatest weaknesses. From the marketing point of
view, promotion and information are the weakest
point of all researched aspects of food, while food
quality is the strongest. So, there is a good quality
product, which, due to inefficient marketing efforts,
foreign tourists do not have information about and
often miss to add to their total tourist experience.
Nevertheless, one has to note that except for quality, all variables of the three different aspects of food
were evaluated as average and close to average.
Chart 1 Tourists’ perception on quality and price
of different aspects of food

To improve competitiveness and gain a competitive advantage in Croatian tourism, besides identifying key advantages of the food supply, it is also
necessary to understand the consumers, in this case
foreign tourists. It is important to understand how
foreign tourists perceive the food supply in Croatia
from the aspect of quality and price ratio. The most
widely used tool for measuring the way products are
positioned in the minds of consumers are perceptual maps which show these perceptions on a graph
with axes formed by product attributes (Kardes et
al., 2011). Figure 1 shows a perceptual map of tourists’ perception on quality and price of three different aspects of food (food in general, local specialties
and food souvenirs).
Perceptual map with food supply quality and price
dimensions shows that tourists perceive all three aspects of food on a very similar level. In case of food
in general, tourists perceive it as high quality food,
but less expensive which is the ideal ratio for their
satisfaction. The other two aspects are perceived as
more expensive and also with higher quality. Food
souvenirs are considered to be the most expensive
but of lesser quality in comparison to local food
specialties. Despite that, conducted research has
shown that 70.6% of the tourists already did or intend to buy food souvenirs, while 29.4% of the tourists said they do not have the intention to buy food
souvenirs.

Source: Authors’ work
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Table 5 Major obstacles for positioning of food
as a high value added component in Croatian
tourism
Obstacles

ity of laws and regulations, where the supply-side
stakeholders would like to see set rules for the local food supply as well as its encouragement, and
low quality or non-existent promotion of local food
in tourism. Those obstacles have to be minimized
in order to fulfil the existing expectations that are
articulated as tourists’ and local food suppliers’ interest and marked as the least obstacles in the table.

No coordination in the food marketing
system in tourism

4.21

Low quality of laws and regulations regarding local food supply in tourism

3.98

Low quality or non-existent promotion of
local food in tourism

3.98

4. Limitations and further research

Lack of financial support for food projects
in tourism

3.93

Insufficient food events

3.47

Lack of food information for tourists

3.42

Low quality offer in hotels and restaurants

3.35

Quality of local food products

3.19

Availability of local food products

3.19

Tourists’ interest

3.12

Local food suppliers’ interest

3.12

Despite its potential contributions, this research
has some limitations. The first one is the sample
size, both on the demand and supply side. The major problem with the supply-side sample is that only
hotels and restaurants are probably able to relatively
objectively assess tourists’ satisfaction and perception of local food. The second one is the geographical area covered on the demand-side (foreign tourists) analysis. It covers two smaller and two larger
destinations (Poreč and Korčula and Pula and Split,
respectively). It has to be emphasized that all four
of them are highly ranked, high quality destinations
with numerous tourist attractions and a very complex tourism product. Another limitation linked
to the demand-side sample is the timing of the research: it was conducted during summer months
when most foreign tourists come for sun, sand and
sea, while other interests and motives are less important. Therefore, the research results can only be
taken as exploratory, due to the samples’ size as well
as the non-representative sample characteristics on
the one hand, and on the other, due to the nature
of the researched destinations as examples of the
best practices. The authors’ assumption is that the
food supply in some overall lower-quality destinations is also more limited and of lesser quality, so
that the results would be less favourable. The last
but not least limitation is the psychology: researchers have noticed that the tourists’ evaluation has
been somewhat influenced by the most recent food
experiences, although the criteria for the participation in the research was a minimum of a four-day
stay in the destination.

Source: Leko Šimić, Hrenek (2015)
As for local food specialties, they are perceived as
expensive with the highest quality compared with
the other two aspects of food. In order to explore
local food specialties more closely, tourists were
asked about the approximate percentage of local
food specialties they have consumed during their
stay in Croatia. The results have shown that 52.1%,
i.e. more than half of the respondents have consumed less than 40% of the local food specialties as
a part of the whole food experience during their stay
in Croatia. Taking into consideration its perceived
quality, it is necessary to stimulate the consumption
of local food specialties mainly through promotion
which is, in the opinion of the respondents, poorly
represented.
Table 5 shows the opinions of the supply-side stakeholders on major obstacles for positioning local
food as a high value added component in Croatian
tourism. The existing fragmented nature of the
agencies responsible for supporting destination
food marketing and development seems to be one
of the major obstacles that discourage an integrated
approach to product development and promotion.
The other two most relevant obstacles are low qual16

Further research should therefore include a much
larger and more representative sample on both the
supply and demand sides and more destinations in
order to cover the different quality of existing destinations. Another idea was to include in the research
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tourists from continental destinations and separately analyse the Mediterranean and continental tourism food supply and demand characteristics.

5. Conclusion
This research was conducted with the aim of identifying key issues of positioning food as an important
component and possibly a competitive advantage
of Croatian tourism. Taking into account the evident global increase of tourists’ interest in food as
a part of the tourism product experience on the one
hand, and on the other, the positive image of Croatian food that was expressed by foreign tourists in
this and some other research, we may conclude that
there is a strong potential to position Croatia as a
value added gastronomic destination. However, the
existing fragmented nature of agencies responsible
for supporting destination food marketing and development discourages an integrated approach to
product development and promotion.

The research has shown that the marketing efforts
have been inefficient in promoting the existing high
quality products, especially of local food in terms of
both food specialties consumed in situ and bought
as food souvenirs.
Development of Croatia as a high quality gastronomic tourist destination is a potential not to be
overlooked. It is an opportunity to improve the
competitiveness of the Croatian tourism product
by efficiently minimizing the existing weaknesses –
gastronomy is not time-constrained, so it prolongs
the tourist season beyond the summer months, it
changes the 3S image, it increases value added, and,
last but not least, it contributes to agriculture and
food production, hospitality and other sectors of
Croatian economic growth.
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Može li hrana biti konkurentska
prednost hrvatskoga turizma?
Sažetak
Turizam je najučinkovitija i najkonkurentnija industrija u Hrvatskoj. Prema podacima Hrvatske narodne
banke (2015) s prihodom od 7.4 milijarde eura u 2014. godini, turizam pridonosi sa 17.2% u nacionalnom
BDP-u. S marketinškoga gledišta, turizam je najvažniji čimbenik hrvatskoga imidža u svijetu. Ipak, turizam
u Hrvatskoj je godinama bio obilježen sa tzv. „3S“ (sun, sea and sand) što znači da je njegova konkurentnost
bila primarno utemeljena na prirodnim resursima. Takvo pozicioniranje je onemogućilo njegovu diferencijaciju od ostalih mediteranskih destinacija, osim cjenovne diferencijacije, što je rezultiralo postojećim
problemima visoke sezonalnosti, niskog povrata ulaganja, niske dodane vrijednosti itd.
Glavni cilj ovoga istraživanja jest analizirati mogućnosti povećanja dodane vrijednosti turizma kroz razvoj
turizma hrane kao posebnog turističkog proizvoda Hrvatske. Istraživanje je u skladu s ciljevima strategije razvoja nacionalnog turizma koja naglašava potrebu za stvaranjem dodane vrijednosti nacionalnoj
ekonomiji kroz valorizaciju i zaštitu raspoloživih resursa, repozicioniranje na tržištu i stvaranje novoga
identiteta te omogućavanje dodatnih tržišnih mogućnosti za lokalne proizvode. Turizam hrane se savršeno
podudara s navedenim ciljevima.
Provedeno je pilot istraživanje turističke ponude (hotela i restorana, lokalnih turističkih zajednica i suvenirnica) te turističke potražnje (stranih turista) te je na temelju istraživanja identificiran potencijal za razvoj
turizma. Analiziran je jaz između stavova i mišljenja sudionika turističke ponude i turističke potražnje u
turizmu hrane, te su predložene prikladne marketinške aktivnosti.
Ključne riječi: turizam hrane, Hrvatska, marketing, konkurentnost
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EFFECTS OF CHANGES IN FOREIGN
DEBT INDICATORS IN BOSNIA AND
HERZEGOVINA
Abstract
Foreign trade indicators change in response to the global financial crisis and ultimately have a major impact
on fiscal sustainability. Likewise, the increase in the budget deficit and public debt affects the growth of
long-term and short-term interest rates, and the overall fiscal stability. The main objective of this paper is
to review the impact of the global financial crisis on the tendency of the public debt in Bosnia and Herzegovina and various Western Balkans countries. Specifically, as the Maastricht criteria established a 60% of
GDP debt limit, the paper will analyse the given limit, and the interdependence of imports in Bosnia and
Herzegovina and the public debt of the general government sector by a simple regression analysis for the
period 2008–2012. Thus, the regression model will be used to assess the dependence of the public debt of
the Government of Bosnia and Herzegovina due to the increase of imports and exports of goods, as well as
well as conditionality of export of goods and income.
Keywords: Indicators of foreign trade, imports, exports, public debt

1. Introduction
The fiscal policy includes decisions about government spending and taxation. The budget short fall
or deficits explain the excess of government expenditures over tax revenues in a given period, usually
of one year, while on the other hand, a budget surplus occurs when tax revenues exceed government
spending. Any deficit must be financed by government borrowing, while the budget surplus leads to a
lower burden of government debt (Mishkin, 2010).

It is generally known that in a crisis, state revenues
decrease and expenses of state coffers continue to
increase. This situation occurs for several reasons,
including: rising unemployment, increasing demands of fiscal measures, rising interest rates, etc.
(Sopek, 2009).
In the first trimester of 2013, there was a pronounced increase in imports, largely associated
with modest export growth contribution of domestic demand. On the other hand, regular imports
recorded a slight nominal decrease of 0.5%, which
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compared to the decline in import prices suggests
modest real growth in the country’s domestic demand, primarily in the area of consumer goods
(B&H Directorate for Economic Planning, 2013).
The acceptable levels of debt in the EU of 60% of
GDP are apparently and considerably exceeding the
country’s capacities. Bosnia and Herzegovina is facing serious problems of financing the deficit, even
though its level of public debt is below 40% of GDP.
The very low credit rating has decreased the private
lenders’ willingness to lend to the Government of
Bosnia and Herzegovina.
The paper is structured into three parts. After the
introduction, the first chapter describes the basic
principles of the Maastricht Treaty’s convergence
criteria and the impact of the global financial crisis on the movement of the public debt of some EU
countries and countries of the Western Balkans. The
second part refers to the analysis of public debt and
budget deficit in Bosnia and Herzegovina. The third
part describes the possibility of the applicative use
of the regression model, which will determine the
strength and direction of the relationship between
variables such as: (1) goods imported and external
debt, and (2) export of goods and general revenues
of the Government. Finally, concluding remarks are
presented.

2. The Institutional Framework of the EMU –
Maastricht Criteria
The Treaty on the European Union was adopted in
the European Council session in the Dutch town
of Maastricht on 9th and 10th December 1991 and
was signed on 7th February 1992 in Maastricht. After the ratification by the Parliament of the then 12
member states of the European Union, the Treaty
on the European Union came into force on 1st November 1993, whereby the European Community
formally became the European Union. Also, criteria for full membership were determined, including:(1) a fully functioning democracy with respect
for human rights, (2) acceptance of all authorities
that make European laws and implementing the
policy of the European Union, (3) evidence of economic and other capacities for the compliance with
the EU system, and (4) willingness and capacity to
positively contribute to the reinforcement of the
European identity. When we talk about the Euro22

pean Union, it is important to recall the statement
of the famous American economist Lester Thurow,
who pointed out that “the rules of the world trade
game will be set by a country taking the largest part
in it” (Đonlagić, 2006: 44-45). Based on the Delors
Report1 from June 1989, the European Council decided that the first step in the development of the
European Monetary Union should begin on 1st July
1990, when they lifted all restrictions on the movement of capital between the European Union Member States and when the process of co-ordination of
national monetary policies began. At the same time,
the Committee of Governors of Central Banks of
the European Economic Community were given additional responsibilities.
The establishment of the European Monetary Institute based in Frankfurt on 1st January 1994, was
the beginning of the second stage. The European
Monetary Institute had no responsibility for the
implementation of the monetary policy in the European Union. National central banks were still in
charge of the implementation of the monetary policy. In December 1995, at the meeting of the heads
of governments’ summit in Madrid, the agreement
on new common currency named the euro was
reached. It was introduced at the beginning of the
third stage and it was confirmed that the third stage
in the creation of the economic and monetary union
was to begin in January 1999. On 1st January 1999,
the third and final stage in the development of the
European Monetary Union began, whereby the European Monetary Union of the Euro-area countries
was established with the implementation of a single
monetary policy under the auspices of the European
Central Bank. The European Monetary Union did
not imply a political union because joint decisions
in the appropriate unit levels of taxation were not
required.
The main objective of the establishment of the European Monetary Union, the European Central
Bank and the common currency for Europe was the
establishment of a single monetary policy and the
maintenance of price stability throughout the European Union. In addition to ensuring price stability,
the ECB had the obligation to maintain exchange
rate stability and the stability of interest rates,
which was aimed at advancing the unification and
encouraging investment. Given that in the potential
member countries of the monetary union there was
a large difference in the level of inflation rate, budget deficit and the volume of state debt, as well as f
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Table 1 Convergence Criteria of the Maastricht Treaty in Some EU Member States for the period: 2001
- 2003
Convergence Criteria
Country

Inflation Rate (in %)

Interest
Rate (in
%)

2001

2002

2003

<3,5

<3

<7,1

Fiscal Balance (% of
GDP)
2001

Public Debt (% of
GDP)

2002

>-3

2001

>-3

2002

<60

<60

Cyprus

2,0

2,8

-

-

-

-

61,1

Czech Republic

4,5

1,4

4,8

-5,2

-9,3

23,7

34,7

Estonia

5,6

3,6

4,4

0,4

-1,0

4,8

3,3

Hungary

9,1

5,2

7,8

-4,7

-6,0

53,1

61,9

Latvia

2,5

2,0

9,3

-1,9

-2,5

16,0

22,0

Lithuania

1,3

0,4

6,4

-1,9

-1,4

23,1

23,0

Malta

2,5

2,0

-

-

-

65,7

70,0

Poland

5,3

1,9

7,7

-6,0

-5,0

38,7

44,8

Slovakia

7,0

3,3

7,4

-3,9

-4,5

44,1

46,4

Slovenia

8,6

7,5

11,1

-1,2

-2,9

27,5

27,3

Source: Đonlagić, Dž. (2006), the European Monetary Union and Bosnia and Herzegovina, School of
Economics and Business, University of Sarajevo, p.
48
oreign exchange rates and interest rates, requirements were set for the fulfilment of the convergence criteria before entry into the monetary union
in order to reduce the asymmetric shocks to the
minimum. For a country to become a member of
the European Monetary Union, it must meet the
convergence criteria in terms of its macroeconomic
policies, where there should not be any major differences. However, there was some flexibility in meeting the set criteria. The basic principles of convergence are as follows (Đonlagic, 2006: 47):
• the inflation rate in the country during the observed year must not exceed 1.5% of average rate
of inflation in the three countries of the European
Monetary Union with the lowest inflation;
• the long-term interest rate must not be more than
2% in absolute terms than the average interest
rate in the three countries of the European Monetary Union with the lowest inflation;
• the state budget deficit, and the budget of region
and local budget deficits must not exceed 3% of

gross domestic product, other than temporary
and exceptional;
• the public debt to GDP must not exceed 60%;
• the member country within the exchange rate
mechanism (ERM II) must be without serious devaluation in the past two years before considering
joining the monetary union (the allowable fluctuation is ± 15% around the central exchange rate);
• national central banks must have full political
independence. This could be one of the reasons
why Denmark and the UK are not members of the
economic and monetary union so they have the
so called “opt-out” clause.
Thus, the United Kingdom would have to ensure
full independence of the Bank of England, and Denmark would need to have a referendum on this issue. Sweden decided not to join the monetary union
because it refused to join the exchange rate mechanism ERM II of the European Monetary System before the start of the third stage, and thus failed to
meet one of the conditions for joining the monetary
union.
Convergence criteria sought to show that the member countries of the future monetary union were
taking care of the low inflation policy management.
For example, many member states had to lower
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the inflation rate to the level of Germany, and thus
implement the disinflationary process. During the
disinflation process, a temporary increase in the
unemployment rate was inevitable. This criterion is
an additional argument that some countries, such as
Italy, were very persistent in keeping up with inflation. When it comes to criteria related to the budget
deficit and public debt, i.e. setting limits of 3% of the
total volume of expenditure to GDP and 60% of total public debt to GDP, Maastricht was very flexible.
In fact, when it comes to meeting the convergence
criteria before joining the monetary union, it should
be noted that the problem of the functioning of the
economies of less developed countries does not occur at the time of their accession as compared to
the countries already in the monetary union. This
means that they must set their inflation rate down
to the level of the inflation in EU countries, as well
as meet other specified convergence criteria. It is of
crucial importance for all EU candidate countries
that the process of transition to a monetary union
does not provide a set of nominal values of
 key economic parameters and that after a certain lapse of
time the criteria simply cannot be sustained. Therefore, it is essential to have realistic fulfilment of the
convergence criteria, otherwise the action of the
single monetary policy of the European Central
Bank (ECB) may have far-reaching negative consequences on the performance of the observed economy (Furtula and Markovic, 2010: 27).

3. Impact of the Debt Crisis on Debt in the
Euro Zone
In the management of the overall economic policies of a country, special attention should be paid
to public debt. In addition to being used to finance
deficits, the public debt is also an instrument of
economic policy. It has its own fiscal and monetary
function, and as such it has an impact on the economic development of the country. For the public
debt to have more positive effects as much as possible, it is necessary to adjust the fiscal and monetary
policy, and invest economic resources generated by
borrowing in projects that will spur development,
because otherwise the policy of public debt is a very
complex risk factor that can have negative implications on future economic development (Erić and
Đukić, 2012: 382). In the past, crises in financial
24

markets always led to crises of state public debt.
Therefore, financial crises always lead to a decrease
in government revenues and an increase in budget
deficits, bringing countries to the limit of public
debt which they were unable to return. The global
financial crisis that began in the United States - in
the real estate market in 2007, was conveyed to the
global financial system (Kešetović et al., 2012: 380).
A few academics, analysts and investors, such as
Buffett Warren and former chief economist at the
IMF, Raghuram Rajan, warned that mortgage debentures, securities-based assets and other derivatives had spread risk and uncertainty about the value of unused assets and the reductions risk through
diversification. After the credit crisis occurred in
2007/2008, this prediction gained credibility. The
system of buying property operated well before the
introduction of the new subprime mortgage market, which would, as it would turn out later, be the
main cause of the crisis in the housing market in
the United States. Both markets were apparently
operated by the same principle, but there was an
important difference that had a decisive role in the
generation of the crisis, which is the degree of regulation and the conditions in which mortgage loans
were placed with the population. The reason for the
occurrence of the subprime market is inconstant
growth in real estate prices and desire to exercise
more profit. The constant growth of real estate prices was caused by the overheated demand, financed
by the mortgage loan. As housing prices kept rising,
the number of issued mortgage loans by commercial banks and other smaller deposits of non-bank
credit institutions such as banks and Thrifts grew.2
Therefore, some of the key players who contributed
to the escalation of the crisis in the real estate markets were these smaller deposit lending institutions.
Their main goal was to provide services at cheaper rates, and make a loan approval process much
easier than the procedure applied in commercial
banks. Due to the pronounced upward trend in the
real estate prices, market participants were able to
make large profits in a short time, which increasingly attracted speculators and large institutional
investors to the real estate market, including large
banks, investment funds, pension funds, insurance companies, hedge funds, etc. When the market value of real estate became significantly lower
than the real value, banks were caught in a liquidity
trap, and the problem of individual financial institutions transformed into a financial crisis that led to a
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Table 2 Basic Monetary and Fiscal Indicators in the Euro Zone and the EU for 2008-2011
Parameters

2008

2009

2010

2011

Euro zone
GDP

(millions of euro)

9.241.541

8.922.208

9.176.138

9.420.834

Budget Deficit

(millions of euro)

-196.366

-566.498

-569.469

-390.708

(% GDP)

-2,1

-6,3

-6,2

-4,1

Public Expenditure

(% GDP)

47,1

51,2

51,0

49,5

Public Revenues

(% GDP)

Public Debt

(millions of euro)

45,0

44,9

44,8

45,4

6.489.962

7.135.458

7.833.349

8.227.833

70,2

80,0

85,4

87,3

(% GDP)

European Union
GDP

(millions of euro)

12.472.988

11.754.729

12.278.824

12.650.044

Budget Deficit

(millions of euro)

-303.470

-806.992

-800.906

-560.834

(% GDP)

-2,4

-6,9

-6,5

-4,4

Public Expenditure

(% GDP)

47,1

51,1

50,6

49,1

Public Revenues

(% GDP)

44,7

44,2

44,1

44,7

Public Debt

(millions of euro)

7.763.975

8.764.582

9.826.981

10.433.926

62,2

74,6

80,0

82,5

(% GDP)

Source: Eric, D., Đukic, M. (2012), Financial
markets in times of crisis, the Institute of Economic
Sciences, Belgrade Banking Academy – Faculty for
Banking, Insurance and Finance, Belgrade, p. 382
domino effect, bringing down other actors of financial markets, and transferred to other parts of the
world (Alihodžić and Plakalović, 2013: 465–467).
While the recovery from the global financial crisis
was anticipated, its second wave, i.e. public debt
crisis, was still to follow. Measures taken by the governments of the member states in 2008, 2009 and
2010 were primarily aimed at supporting the financial system and mitigating the effects of the crisis
that affected the real sector. The measures meant an
increase of insured deposits, issuing guarantees for
liabilities of banks and recapitalisation of financial
institutions.
As it can be seen, in relation to 2010, the budget
deficit of the Euro Zone and the EU in 2011 was
reduced, while the public debt recorded an upward
trend. In the Euro Zone, the deficit ratio to GDP decreased from 6.2% in 2010 to 4.1% in 2011, while
in the EU it dropped from 6.5% to 4.4%. The public debt to GDP in the Euro Zone increased from
85.4% to 87.3% in late 2011, while in the EU it re-

corded growth of the indicator from 80% to 82.5%
only one year later. In late 2011, the lowest ratio of
the budget deficit to GDP was recorded in Luxembourg (-0.3%), Finland (0.6%) and Germany (0.8%),
while Hungary, Estonia and Sweden recorded a
surplus of 4.3%, 1.1% and 0.4% of GDP respectively. According to the EUROSTAT data, seventeen member countries had deficit exceeding 3% of
GDP, namely Ireland (13.4%), Greece (9.4%), Spain
(9.4%), UK (7.8%), Slovenia (6.4%), Cyprus (6.3%),
Lithuania (5.5%), Romania (5.5%), France (5.2%),
Poland (5.0%), Slovakia(4.9%), Netherlands (4.5%),
Portugal(4.4%), Italy (3.9%), Belgium (3.7%), Latvia
(3.4%) and the Czech Republic (3.3%). Therefore,
compared to 2010, all EU member states in the 2011
reduced the ratio of budget deficit to GDP (Erić and
Đukić, 2012: 383).
Five out of eleven founding nations of the EMU met
the requirement for the amount of public debt. Ireland, Luxembourg, Portugal and Finland had more
space for debt, while France and Germany were at
the limit. On the other hand, Spain, the Netherlands and Austria led the way in terms of public
debt, while Belgium and Italy proved to have serious problems with the amount of public debt, which
amounted to a whopping 117% and 114% of GDP
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Table 3 Public Debt of GDP in the European Union for 2011-2012 (in %)
No.

Country

Currency

2011
In mil./
currency

2012
In mil./
currency

% GDP

% GDP

1.

Belgium

euro

377.314

98,2

375.389

99,6

2.

Bulgaria

BGN

12.540

16,3

14.390

18,5

3.

Czech Republic

CZK

1.677.207

41,2

1.758.872

45,8

4.

Denmark

DKK

806.886

46,6

832.455

45,8

5.

Germany

euro

2.111.985

81,2

2.166.278

81,9

6.

Estonia

euro

1.069

6,0

1.724

10,1

7.

Ireland

euro

174.252

106,5

192.461

117,6

8.

Greece

euro

280.427

165,3

303.918

156,9

9.

Spain

euro

774.549

68,5

883.873

84,2

10.

France

euro

1.789.393

86,0

1.833.810

90,2

11.

Italy

euro

1.946.212

120,1

1.988.658

127,0

12.

Cyprus

euro

13.228

71,6

15.350

85,8

13.

Latvia

LVL

6.466

42,6

6.309

40,7

14.

Lithuania

LTL

46.081

38,6

46.037

40,7

15.

Luxembourg

euro

8.997

18,2

9.232

20,8

16.

Hungary

HUF

22.398.935

80,8

22.380.937

79,2

17.

Malta

euro

4.831

71,6

4.871

72,1

18.

Netherlands

euro

402.084

65,5

427.515

71,2

19.

Austria

euro

222.562

72,4

227.431

73,4

20.

Poland

PLN

867.413

56,3

886.779

55,6

21.

Portugal

euro

189.979

107,8

204.485

123,6

22.

Romania

RON

211.326

33,3

222.212

37,8

23.

Slovenia

euro

17.030

47,6

19.189

54,1

24.

Slovakia

euro

32.358

43,3

37.245

52,1

25.

Finland

euro

93.320

49,1

103.131

53,0

26.

Sweden

SEK

1.310.490

38,4

1.357.939

38,2

27.

United Kingdom

GBP

1.316.231

85,3

1.387.436

Average 2011 - 2012

87,3

Source:http://ec.europa.eu/eurostat/tgm/table.do?t
ab=table&init=1&language=en&pcode=teina225&
plugin=1 (Accessed on: June 10, 2013)
respectively.3 The lowest level of public debt was
in Luxembourg (7.1% of GDP). Other members of
the Euro Zone joined the EMU a few years later,
namely Greece in 2001, Slovenia in 2007, Cyprus
and Malta in 2008, Slovakia in 2009 and Estonia in
2011. Greece had problems with the amount of debt
for almost fifteen years. When it entered the EMU,
its debt stood at 103.4% of GDP, while Cyprus and
Malta at the time of their accession had a debt close
26

90,0
90,7

to the limit (Kešetović et al., 2012: 376).
The lowest level of public debt to GDP was recorded in Estonia (6%), Bulgaria (16.3%), Luxembourg
(18.2%) and Romania (33.3%), while in 2012 the
ratio of public debt to GDP was higher than 60%
in fourteen EU member states, including Greece
(156.90%), Italy (127%), Portugal (123.6%) and Ireland (117.6%). As it can be observed, in the second
quarter of 2012, the Euro Zone recorded additional
increase of public debt to GDP ratio to the level of
90%, and at the end of 2012, Denmark, Greece, Latvia, Hungary, Poland and Sweden managed to reduce the observed ratio.4
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Table 4 Public Debt of Candidate Countries in
2006 and 2011 (% of GDP)
No.
1.

Country

% GDP
2006

% GDP
2011

61,6

82,5

E - 27

2.

Croatia

35,3

46,1

3.

Montenegro

32,6

45,2

4.

Iceland

28,2

102,7

5.

Macedonia

32,0

27,8

6.

Serbia

40,1

46,5

7.

Turkey

46,5

39,8

8.

Albania

56,8

58,9

9.

Bosnia and Herzegovina

21,1

26,1

10.

Kosovo

-

-

The currency structure and the fact that non-residents hold a significant part of the public debt, suggests the dominant effect of the exchange rate.5 On
the other hand, rollover risk is low due to the favourable maturity structure of the public debt. Sustainability of external imbalances primarily depends
on the expected inflow of capital from abroad. Likewise, fiscal policy plays an important role in monitoring the growth of public investments.

4. Management and Sustainability of Public
Debt in Bosnia and Herzegovina
Movement of public indebtedness in Bosnia and
Herzegovina is defined by macroeconomic and fiscal factors. Effects of the global financial crisis a few
years ago had an impact on the real decline in the
gross domestic production in 2009, followed by slow
growth in 2010 and 2011. Misguided fiscal policies
and the impact of the overall economic situation
are reflected in the budget deficit of 3.9% of GDP.
In 2009, for the financing of the primary deficit, the
state signed a Stand-by Arrangement with the IMF
in the amount of 600 million Euros. The new debt,
along with the GDP fall, the increase in the average
real interest rate on public debt and the domestic
currency depreciation value against the dollar led to
an increase in public debt in 2009. In 2010, the trend
of growth of public debt continued, whereby the ratio of public debt to GDP reached 38.6%.

Source: Eurostat, Pocketbook on the Enlargement
Countries, (2013), No. HP- 30 -12-129-EN-C, p. 5
The level of public debt is certainly alarming. The
public debt has exceeded not only the limit defined
by law, but also the limit above which the limit of
public debt is possible. It requires strong fiscal adjustment, taking into account the level and composition of public debt and the size of the structural
deficit. In addition to the public debt, the danger is
its currency structure as well.
Table 5 Tendency of External Debt to GDP in B&H
for 2008-2012
No.

Indices

2008Q4

2009Q4

2010Q4

2011Q4

2012Q4

1.

External Debt

1.1.

Growth/ Public Debt (in %)

2.168,05

2.676,1

3.215,4

3.405,4

3.658,4

-

23,4

20,15

5,91

7,43

2.

Nominal GDP

2.1.

Nominal Growth Rate (in %)

12.659

12.297

12.666

13.123

13.242

-

-2,86

3,0

3,60

0,91

2.2.

Real Growth Rate (in %)

3.

External Debt/Nominal GDP
(in %)

4,9

-4,2

-0,6

2,0

-0,2

17,1

21,8

25,4

25,9

27,6

4.

Export Growth and Service

3.352

3.071

3.701

4.111

4.031

4.1.

Export Growth (in %)

13,0

-8,4

20,5

11,1

-1,9

5.

Servicing of Foreign Debt

78,2

125,7

153,8

173,8

211,3

Source: http://www.cbbh.ba/index.php?id=31&lang=bs, and http://www.dep.gov.ba/dep_publikacije/ekonomski_trendovi/Archive.aspx?langTag=bs-BA&template_id=140&pageIndex=1, Adjustment by authors
(Accessed on: June 9, 2013)
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The main factors that in 2011 led to a minor increase
of debt of about 0.5 percentage points, compared to
the year before, are the deficit of 0.6% of GDP, the
negative average real interest rate on public debt
and the appreciation value of the EUR against the
dollar (B&H Directorate for Economic Planning,
2012).
The external debt of the public sector in Bosnia and
Herzegovina, on 31st December 2012, amounted to
3.66 billion Euros. The debt is allocated to users, i.e.
two entities, the Brčko District, and the level of state
institutions. The largest debt is still to international
financial institutions, about 75%, while the highest
debt to individual creditors was recorded with the
World Bank of about 25%.6 According to the Central Bank and the Ministry of Finance and Treasury,
the public debt by the end of 2012 reached a level
of around 3.6 billion Euros, which is approximately
27% of nominal GDP, placing Bosnia and Herzegovina still among the moderately indebted countries
in meeting the Maastricht fiscal convergence criterion.
By the currency structure, most of the debt is denominated in Euros, i.e. 47.1%, and in the SDR7 with
a share of 36.9%, in U.S. dollars of 8.2% and in other
currencies of 7.8%.

Owing to the debt structure by this method, the
volatility of the dollar and other currencies did
not have much impact on the change in the level
of debt and amount of servicing the external debt.
Compared with the same period in the previous
year, there was an increase in the external debt of
7.2%, while compared to 2008, the increase in the
public debt amounted to 68.74%. Although at first
glance it seems that the public debt is sustainable in
line with the Maastricht requirements and that it is
far from the maximum allowed debt, the fact that
the Government was unable to finance the deficit
of only 3.9% of GDP from 2009 by itself, but sought
help from the IMF, indicates fragility of the financial
stability of Bosnia and Herzegovina (B&H Directorate for Economic Planning, 2012).
As the result of analyses performed on 28th March
2012, the Standard & Poor’s agency confirmed the
sovereign credit rating “B” for Bosnia and Herzegovina, and changed the outlook of “the observation
- negative” to “stable outlook.” Another agency, the
Moody’s Investors Service, on 10th July 2012, confirmed the previously reduced credit rating of “B3”
and changed the outlook of “the observation of negative” to “stable outlook.”

Figure 1 External Debt to GDP and Servicing for
2009-2012

Source: http://www.dep.gov.ba/dep_publikacije/ekonomski_trendovi/Archive.aspx?langTag=bsBA&template_id=140&pageIndex=1, Annual Report, 2012, Economic Trends, p. 21 (Accessed on: June 9,
2013)
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Figure 2 Share in External Debt of B&H Government Sector by Creditors

Source: http://www.cbbh.ba/files/godisnji_izvjestaji/2012/GI_2012_hr.pdf, Annual Report, 2012, p.
29, (Accessed on: July 19, 2013)
Table 6 Current Credit Rating of Bosnia and
Herzegovina for 2012
Moody’s Investor
Service

Standard and
Poor’s

Rating

B3/stable outlook

B3/stable outlook

Date

10.7.2012.

28.3.2012.

Activity

Confirmed rating
/Appearance
changed

Confirmed rating/
Appearance changed

Source: http://www.secrs.gov.ba/Documents/
Izvjestaji/9a21a1d1-40b5-47b4-a00302377623b2e1_sr-Latn-CS.pdf, Information on
the state of the securities market, the activities and
operations of Securities Commission of the Republic
of Srpska in the first half of 2012, p. 5 (Accessed on:
July 20, 2013)
The credit ratings of “B3” or “B” determined by
these agencies, indicates that Bosnia and Herzegovina has a speculative credit rating with high credit
risk, in a non- investment level or zone of high credit risk, which can ultimately imply that Bosnia and
Herzegovina could have problems with the payment
of obligations on time.8

4.1 The Interdependence of the Import of Goods
and the Public Debt of the Government of
Bosnia and Herzegovina
The halt in the growth of expenditures in relation to
the decline in revenue was not enough to prevent
the escalation of primary deficit to 3.9% of GDP in
2009. Projections of the deficit with the earlier trend
of public expenditures were considerably more pessimistic, which caused the initiation of negotiations
with the IMF on the Stand-By Arrangement, which
would limit the deficit growth. In 2009, the IMF Executive Board approved a Stand-By Arrangement in
the amount of SDR 1.01 billion (BAM 1.2 or 600 per
cent of quota) for a period of 36 months (July 2009
- July 2012).
The deficit projection made by the governments
was much higher than the actual. In 2009, the
consolidated budget recorded a deficit of around
BAM 1 billion, or EUR 500 million. Measured as
a share of GDP, it amounted to 3.8% (expenditure
approach), i.e. 4.4% of GDP (production approach).
The implementation of specific measures made the
highest impact in 2010, when for the first time a
decline of social benefits was recorded, followed by
the stagnation of compensations for employees. In
fact, in addition to the re-growth of revenue, this
was one of the most important factors for the deficit decrease in 2010. Moreover, restrictive expenditure policy continued in 2011, despite a significant
increase in social benefits by 15%, which is largely
due to savings made primarily in the field of material costs and subsidies, where the primary deficit
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was reduced to 1.3% of GDP in 2011 by the revenue
growth of 4.6%.
Table 7 Current Account Deficit of Candidate
Countries for 2006 and 2011 (% of GDP)
No.

Country

% GDP
2006

% GDP
2011

1.

E - 27

-1,5

-4,4

2.

Croatia

-2,9

-5,2

3.

Montenegro

2,9

-5,4

4.

Iceland

6,3

-4,4

5.

Macedonia

-0,5

-2,6

6.

Serbia

-1,6

-5,0

7.

Turkey

0,8

-1,1

8.

Albania

-3,3

-3,5

9.

Bosnia and
Herzegovina

2,9

-1,3

10.

Kosovo

1,1

-

Source: Eurostat, Pocketbook on the Enlargement
Countries, 2013, No. KS – 30 – 12 – 129 – EN – C,
p. 5

Table 8 Trends in Foreign Trade Indicators for
2008-2012
Foreign Trade Indicators

In 2012, imports valued at BAM 15.2 billion (i.e.
EUR 7.7 billion) were made in Bosnia and Herzegovina, resulting in the decline of imports by about
1.8% compared to the year before, while exports decreased by 4.4% in 2012 and reached the value of
BAM 7.8 billion (or EUR 3.9 billion). Also, due to
the need for additional financing, in 2011 the authorities decided to start issuing debt securities in
the domestic market and thus raise funds to finance
the deficit. In 2012, the Government of the Republic
of Srpska (an entity within Bosnia and Herzegovina)
issued treasury bills in the total value of 49 million
Euros. Likewise, the Government of the Federation
B&H (an entity within Bosnia and Herzegovina) in
2012 issued treasury bills in five series totalling to
around 61 million Euros. In addition to the bills, the
Government of the Republic of Srpska issued longterm bonds with a maturity period of seven years
in the total value of around 15 million Euros. The
Government of the FB&H did the same and issued
bonds in the total value of 57 million Euros (Central
bank of Bosnia and Herzegovina, 2012). The table
below illustrates the tendency of movement of foreign trade indicators for the period 2008-2012.
All the countries of the region, except Croatia, recorded rates of decline in the value of imports, while
exports from the standpoint of positive growth
rates were recorded only by Croatia and Slovenia. A
drop in exports was most prominent in Macedonia
and Serbia, at the level of about 10% in comparison
with the previous year. The export-import ratio was
reduced in all countries except Slovenia, whereby
Slovenia has the highest export-import ratio exceeding 95%.

2008

2009

2010

2011

2012

3.431.633

2.827.637

3.627.874

4.203.899

4.017.712

13,1%

-17,6%

28,3%

15,9%

-4,4%

8.326.928

6.313.670

6.961.854

7.938.025

7.798.705

17,2%

-24,2%

10,3%

14,0%

-1,8%

-4.895.296

-3.486.033

-3.333.980

-3.734.126

-3.780.993

20,3%

-28,8%

-4,4%

12,0%

1,3%

11.758.561

9.141.307

10.589.728

12.141.924

11.816.417

Changes in Total Trade

15,9%

-22,3%

15,8%

14,7%

-2,7%

Coverage of Imports by
Exports

41,2%

44,8%

52,1%

53,0%

51,5%

Export of Goods
Changes in Exports
Imports of Goods
Changes in Imports
Trade Balance
Changes in Trade Balance
Total Trade

Source: http://www.dep.gov.ba/Default.aspx?langTag=bs-BA&template_id=139&pageIndex=1, Economic
Trends, Annual Report, 2012, p. 41 (Accessed on: June 9, 2013)
30

God. XXIX, BR. 1/2016. str. 21-36

UDK: 339.7(497.6) / Original scientific article

Figure 3 Simple Linear Regression Line between Imports and External Debt of Government of Bosnia
and Herzegovina for the period 2008-2012

Source: Calculations by authors
In comparison with the countries in the region,
Bosnia and Herzegovina recorded the lowest coverage of imports by 51.5%. In countries with lower
levels of per capita income, there is a much higher
share of trade in GDP.9
In the regression model, which will be the subject
of the analysis, we shall follow the interconnectivity
and interdependence of imports of goods and the
external debt of Government of Bosnia and Herzegovina for the period 2008 - 2012. The regression
equation is based on empirical data, where based on
the solution of the equation we can conclude that
the change in the imports has implications on the
public debt sectors of the Government in terms of
increase or decrease. Based on the scatter diagram,
i.e. coefficient of correlation (r = 0.6032), it can be
concluded that there is a statistical correlation of
positive direction between the variables and that
the increase in the value of imports of goods would
affect the increase of the public debt.10 The following chart illustrates the interdependence of imported goods and the public debt of the Government of
Bosnia and Herzegovina for the period 2008-2012.
The empirical ratio of F=1.72 (Table 9) certainly
shows that the regression model is statistically significant.

The coefficient of determination is r2=0.3638 and
the model explained 36.38% of variations. Based on
these parameters, as well as indicators of regression
analysis, it can be concluded that the applied model
from the statistical point of view has quite good
characteristics.
Table 9 Pearson Product Moment Correlation
between Imports and External Debt of the Government of Bosnia and Herzegovina
Parameters

Variable 1

Variable 2

Mean

14605819,2

4973694343

Variance

2,5407E+12

7,41918E+18

Observations

5

5

Df

4

4

Pearson Correlation

0,603199

Covariance

2,09508E+15

Correlation

0,603199086

Determination

0,363849137

T – Test
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Simple Linear Regression - Ungrouped Data
Parameters

Value

S.E.

T – STAT

Beta

12850181,71

1492424,882

8,61027

Elasticity

0,000352985

0,000269473

1,309909

Simple Linear Regression - Analysis of Variance
ANOVA

Sum of
Squares

DF

Mean
Square

Regression

1

3,7E+12

3,7E+12

Residual

3

6,46E+12

2,15E+12

Total

4

1,02E+13

F – TEST

1,715862

Source: Calculations by authors
The regression equation is equal to:

According to the above equation, if we increase the
variable of import by one million BAM, the variable
of external debt will increase linearly by an average
of around 1.03 million. The parameter estimation
is statistically accurate. Therefore, the analysis of a
relationships between the parameters of imports
and external debt of the Government of Bosnia and
Herzegovina sector, based on the model adopted
and the given data, demonstrated that there is a
strong statistical linear relationship in a positive direction between these parameters.
The following is a regression model, where we now
analyse the interdependence of exports of goods
and general government revenues. The goal is to
determine the extent to which the export of goods
relates to the increase of general government revenues of Bosnia and Herzegovina. Thus, the relationship between the dependent variable of general
government revenue (Y) and the independent variable of exports of goods (X) is analysed. The analysis
uses a simple regression model, where the following
scatter diagram presents the regression direction.
Based on the scatter diagram, i.e. the coefficient
of correlation (r=0.1331), it can be concluded that
there is a statistical relationship of a positive direction between these variables and that the increase in
the value of the goods export will at the same time
affect the increase of the revenues of the general
government.

Figure 4 Simple Linear Regression Line between
Exports of Goods and Revenues of the Government
Sector for the period 2008-2011

Source: Calculations by authors
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Table 10 Pearson Product Moment Correlation
between Exports of Goods and the Income Sector
of General Government
Parameters

Variable 1

Mean
Variance

6889921

3,39E+10

1,23E+12

3,86E+20

4

4

df

2

2

0,133126

Covariance

2,17858E+15

Correlation

0,133126335

Determination

0,017722621

T – Test

3,182446

Simple Linear Regression - Ungrouped Data
Parameters
Beta

Value

S.E.

T – STAT

-85313203,98 10135995,75

-8,416854747

0,002111261 0,000231927

9,103107452

Elasticity

Simple Linear Regression - Analysis of Variance

ANOVA

Sum of
Squares

DF

Mean
Square

Regression

1

3,61E+12

3,61E+12

Residual

1

4,36E+10

4,36E+10

Total

2

3,65E+12

F – TEST

Y=2.357X-2E+10
R2=0,0177

Variable 2

Observations
Pearson Correlation

concluded that, the model applied has statistically
relatively good features. The regression equation is:

82,86657

Source: Calculations by authors
		
The empirical relationship F=82.87 (table 10) also
shows that the regression model is statistically significant. The coefficient of determination is =0.0177,
which is related to the 1.77% of deviation. Based on
these indicators of regression diagnostics, it can be

According to the above equation, if the variable of
exports of goods is increased by BAM 1 million, the
variable of revenues of the general government will
linearly increase by an average of about 2.3 million.
Namely, the analysis of relationships between the
parameters of exports of goods and income sectors
of Government of Bosnia and Herzegovina, based
on the model adopted and of the given data, has
shown that there is a strong statistical linear relationship in a positive direction between these parameters.
With the sustainability concept, the question is
where is the limit of the acceptable level of debt in
terms of the percentage of public debt to GDP. Previous experience of many countries shows that these
limits are different for various countries. The limitation of the concept of sustainability is reflected in
the fact that often too strict criteria regarding the
measures to be taken are imposed. The growth in
Bosnia and Herzegovina is expected to be driven by
the growth in exports that, combined with stable inflows of remittances, would increase the consumption and import. Public investments in infrastructure projects should support economic activities.
The fast pace of economic growth should definitely
stimulate the implementation of structural reforms
(IMF, 2013).

5. Conclusion
The analysis of results achieved in the process of
the banking and overall financial transformation
has shown that there has been a significant step towards harmonization in terms of the convergence
criteria as defined in the Maastricht Treaty. The
banking sector was generally the most prominent
generator of economic growth in the country, based
on domestic deposits. Despite the fact that partial
results were achieved in meeting the convergence
criteria, nominal convergence criteria achievement
is the first and easier stage in the process of joining
the EU and the EMU. Certainly, the second phase,
which is more difficult, is the real convergence.
Thus, the second phase involves the harmonization
of the labour market, regulation of foreign direct in-
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vestments, fiscal policy and proper transformation
and homogenization of real economy.
The analysis of the relationships between the parameters of imports and external debt of the Government of Bosnia and Herzegovina sector, based
on the model adopted and the given data, demonstrated that there is a strong statistical linear relationship in a positive direction between these parameters. The analysis of relationships between the
parameters of exports of goods and income sectors
of the Government of Bosnia and Herzegovina,
based on the model adopted and of the given data,
has shown that there is a strong statistical linear
relationship in a positive direction between these
parameters. With the sustainability concept, the
question is where is the limit of the acceptable level
of debt in terms of the percentage of public debt to
GDP.

34

A deficit higher than the one prescribed by the convergence criteria could lead to the public debt of
Bosnia and Herzegovina that cannot be controlled.
Therefore, the priority is to reduce the deficit in the
coming years. In order to reduce the deficit by the
end of the year, some levels of governments have to
implement measures designed to reduce the total
expenditure, and thereby reduce the deficit. In accordance with all stated above, the challenge of financing the deficit would still remain. In the earlier
years, deficit financing was made through borrowing, both domestic and foreign. The entity governments issued bonds for this purpose. The only current deficit funding assumption, which of course is
not justified, is a partial increase of the public debt.
Countries that have lower participation of public
debt to GDP in the long run have a greater possibility to achieve economic growth.
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Učinci promjena vanjskotrgovinskih
pokazatelja na javni dug Bosne i Hercegovine
Sažetak
Vanjskotrgovinski se pokazatelji mijenjaju pod utjecajem globalne financijske krize i u konačnici imaju veliki utjecaj na fiskalnu održivost. Također, povećanje proračunskoga deficita i javnoga duga utječe na rast
dugoročnih i kratkoročnih kamatnih stopa, kao i na ukupnu fiskalnu stabilnost. Temeljni cilj u ovome radu
jest sagledati utjecaj globalne financijske krize na tendenciju kretanja javnoga duga, kako u Bosni i Hercegovini, tako i pojedinim zemaljama zapadnoga Balkana. Naime, kako je Mastrihtskim kriterijima utvrđena
granica javnoga duga od 60% BDP-a, u radu će se analizirati navedeno ograničenje, kao i međuovisnost
uvoza roba i javnoga duga općega sektora Vlade putem jednostavne regresijske analize za razdoblje: 2008.
– 2012. Regresijskim modelom izvršit će se testiranje ovisnosti javnoga duga sektora Vlade BiH uslijed porasta uvoza roba, kao i uvjetovanost izvoza roba i prihoda.
Ključne riječi: vanjskotrgovinski pokazatelji, uvoz, izvoz, javni dug
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IS THERE A RELATIONSHIP
BETWEEN FINANCIAL LITERACY,
CAPITAL STRUCTURE AND
COMPETITIVENESS OF SMEs?
Abstract
The importance of financial market development for the economic development and competitiveness of a
country is reflected in channelling of capital towards those investments that have the highest returns, thus
ensuring liquidity and efficient grouping of enterprises, that is, risk-taking. Efficient risk-taking is primarily
reflected in the availability of a large number of sources of funding, which allow enterprises freedom when
forming their capital structure. Enterprises that do not have a large number of sources of funding at their
disposal have to resort to debt financing when forming their capital structure, which ultimately means
excessive financial vulnerability. Financial vulnerability, especially in times of the financial crisis, when fluctuations in the cost of capital are very high, reduces investment, growth and employment in the long-term.
Small and medium-sized enterprises in the Croatian underdeveloped financial market must resort to borrowing, as the most readily available source of funding. Analysing the process of decision-making about
capital structure on a sample of 108 small and medium-sized enterprises, it was observed that enterprises
whose capital structure is less dependent on debt achieve better financial results and growth. The process
of making financial decisions in those companies is in the hands of owners and/or managers and consultants with knowledge about the advantages and disadvantages of individual sources of funding. Financial
knowledge is one of the most important determinants of the capital structure that will enable the growth
and development of the small and medium-sized enterprise sector, as well as greater competitiveness of
enterprises, regardless of size, activity, industry and the form of ownership of these enterprises.
T-test and Levene’s test of equality of variances were used to investigate the relationship between the profitability of enterprises and their financial literacy.
Keywords: Financial knowledge, capital structure, small and medium-sized enterprises, financial market,
competitiveness
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1. Introduction
Financial markets, i.e., the level of their development, significantly affect the economic development of a country, as well as its competitiveness.
Financial markets are indispensable in channelling
capital towards those investments or business ventures that have the highest returns, thus ensuring
the necessary liquidity, as well as risk-taking. Only
developed financial markets will enable the creation of a social class that can evaluate and assume
calculated risk, which ultimately encourages savings, i.e., accumulation of capital. Enabling access to
capital, i.e., sources of financing to those that need
large initial investments, expands the role of the
financial market to launching new entrepreneurial
ventures. A developed financial market has a positive effect on economic growth and competitiveness
(Šonje, 2005), while, on the other hand, underdeveloped markets limit company growth and development, stimulate excessive financial vulnerability of
companies (due to excessive reliance on debt), and
hinder the development of a wide range of investors
(venture funds, business angels, factoring, etc.). Financing company growth through debt, with a large
number of available external sources of financing
allows risk diversification, as well as lower financial
vulnerability of the company, and can be of crucial
importance in times of financial crisis when fluctuations in the price of capital are very high.
The development of the financial market is associated with the development of institutional indicators, such as quality of protection of creditors and
shareholders, the level of corruption, the quality
and application of the legal system, which is particularly reflected in the rule of law and quality of
administration. According to Demetriades and Law
(2004), and Šonje (2005), quality institutions are
conducive to economic growth, which is reflected,
among other things, in the development of the small
and medium-sized enterprise sector. Institutional
and business environment (primarily property
rights, contract rights, and the degree of complexity
of entering and exiting the market) do not affect all
businesses equally. Corruption, access to sources of
financing and legal system will impact the development of the small and medium-sized enterprise sector twice as much.
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The aforementioned factors also point to a high
level of agency costs between the external investors and the owners/managers themselves, due to
which, in countries with a weak legal and financial
framework, small and medium-sized enterprises
will remain small longer (Beck et al., 2007). Agency
costs are particularly devastating for external financing of the small and medium-sized enterprise
sector, primarily because of the quality of information that the owner, i.e., manager of a small or
medium-sized enterprise provides to the financial
institution. The loan disbursement process largely
depends on the long-term relationship between the
owner, i.e., manager, and the bank. The quality of
information that small and medium-sized enterprises can offer to the bank does not allow quality
assessment of risk of disbursement of loan funds.
There are several factors that influenced the poor
quality of information, but the primary reason is the
accounting standards, which are still an unfinished
process in the majority of countries with underdeveloped financial markets. In such circumstances,
the only way to reduce agency costs, as well as to
monitor costs, is a high level of collateral. High
collaterals are one of the biggest obstacles to financing through debt for small and medium-sized
enterprises, which, on the other hand, cannot be decreased without institutional development, as well
as development of the financial market. In marketoriented systems, companies have more transparent
information; loans are based on quality projects, on
more competitive interest rates, with lower agency
costs and lower levels of collateral. Therefore, companies in such systems will have less need for investment in long-term tangible assets.
In the conditions of a small number of available
sources of financing, underdeveloped institutional
and business environment, and the financial crisis
that has additionally aggravated the access to external sources of financing, developing long-term
relationships with banks, and good knowledge of
the advantages and disadvantages of the available
sources of financing, will allow for such a capital
structure that leads to growth and development of
the sector of small and medium-sized enterprises
and their increased competitiveness.
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2. Underdeveloped financial market of the
Republic of Croatia and competitiveness
The financial market of the Republic of Croatia has
gone through the process of privatisation, as well as
the war events (Homeland War 1991-1995), which
have completely extinguished economic and investment activity in some parts of Croatia. The first
wave of foreign investments has affected the financial sector the most, which has manifested primarily in the development of the banking sector. The
banks have literally, according to Orsag (2006), monopolised the Croatian financial market.
The share of assets of foreign banks steadily grew
in the period from 1996 to 2001. Strong growth of
the banking sector, primarily of the foreign-owned
banks, should have brought modern financial instruments to the financial market the Republic of
Croatia and encourage, through new credit lines,
stronger development of the small and mediumsized enterprise sector. But, according to the Croatian National Bank’s data, in 2012, of all the disbursed loans, banks have disbursed 44.9% of loans
to the population1, stating a high proportion of bad
loans disbursed to the small and medium-sized enterprise sector as the reason.
Figure 1 Share of total assets of foreign banks in
the Republic of Croatia

At the same time, share transactions in relation to
the GDP (a measure of the liquidity of the market)
are considerably lagging behind. This situation, in
which the banking system is quite developed, while
other non-bank financial intermediaries are poorly
developed, with a rather low level of development of
the capital market, is characteristic for underdeveloped financial markets. A new market take-off, as
Šonje (2005) claims, can only come from the private
sector, which is unfortunately hampered by numerous obstacles: corruption, high taxes, unfinished
reforms of the market infrastructure (registers, judiciary, excessive administration and corruption),
a marked tendency to finance companies through
debt and reluctance towards equity financing. Large
banks are predominant in the banking market
of the Republic of Croatia (82.1% of the market),
whose influence is evident through the exploitation of economies of scale when it comes to processing of financial data (Chen et al., 2002). Large
banks have organised channels of communication
with clients, as well as data collection, which is particularly difficult for owners / managers of small and
medium-sized enterprises to show, which further
increases the impact of asymmetric information
and increases the costs of monitoring of approved
loan applications. On the other hand, in spite of
new knowledge and technologies that foreign, large
banks bring, they are still faced with the problem of
processing and interpretation of the so-called “soft

Source: Kraft, E. (2003), Strane banke u Hrvatskoj: iz druge perspektive, Croatian National Bank, Research
Department, available at: http://www.hnb.hr/publikac/istrazivanja/i-012.pdf (Accessed on: June 16, 2015)
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information” that comes from the owners/managers of small and medium-sized enterprises, which
cannot be incorporated in statistical scoring models
(Berger et al., 2003). Government policies aimed at
allocating funds for co-financing of market interest
rates have prompted small and medium-sized enterprises to use external borrowing, especially due
to the fact that interest is a tax deductible expense.
In addition to these co-financed loan offers, grants
were also made available to Croatian companies,
which allowed temporary fixing of financial situation of companies. The development of banks has
stimulated the development of the financial market
in the Republic of Croatia, but development of the
capital market did not occur. The choice of external
sources of financing for small and medium-sized enterprises has been reduced exclusively to banks and
several savings and loan cooperatives, while other
external investors (venture funds, business angels,
etc.) are almost non-existent. The World Economic
Forum’s Europe 2020 Competitiveness Report for
2014 ranks Croatia as 22nd according to availability
of sources of financing, while the worst ranking is in
the availability of venture capital (24/28).
Croatian financial market, in addition to poor regulatory and judicial framework, is characterised by a
high level of indebtedness, and insolvency has become an inevitable part of business operations of all
Croatian companies.

Together with an inefficient legislative framework
and judicial practice, insolvency has influenced an
increase in agency costs, with which the influence
of asymmetric information also grew stronger, because of the lateness in preparation and application
of accounting standards. All these characteristics of
the Croatian financial market have resulted in a lack
of interest of external investors for investment in
the Croatian economy.
The underdevelopment of the financial market is directly linked to the competitiveness of the Croatian
economy. According to the Global Competitiveness Report 2012-2013, Croatia has entrenched key
weaknesses in the system of efficient use of labour
and capital, which is one of the main reasons of a
downward trend of the Croatian economy in the
ranking of the World Economic Forum from 2002
to 2012. Among the factors of competitiveness of
the World Economic Forum, Croatia is ranked the
worst in the areas of innovation and institutional efficiency, business sophistication and financial market.
In the conditions of an underdeveloped financial
market, which is accompanied by high levels of unpaid, but overdue receivables, and underdeveloped
business environment, knowledge of the advantages
and disadvantages of individual, available sources
of financing, the so-called financial literacy, can
be crucial for creating a capital structure that will
enable long-term growth and development of the
company, and strengthen its competitiveness.

Figure 2 Factors responsible for Croatia’s lagging behind in terms of competitiveness

Source: Lenardić, M. (2013), “Nacionalna i regionalna konkurentnost Hrvatske”, in Jurčić, Lj. (Ed.), Zbornik
radova 21. tradicionalnog savjetovanja Ekonomska politika Hrvatske u 2014. godini, Croatian Economic
Association, Opatija, pp. 246-275
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Financial literacy of the owner or manager of the
company is of the utmost importance for decisions on the structure of capital. Its importance is
reflected in lower agency costs towards credit institutions, as well as in diversification of used sources
of financing. In this way, financial leverage is used
more effectively and the value of company’s assets is
increased, and companies whose owners have more
financial knowledge also have better indicators
of activity and profitability of the business (Delić,
2012).

3. Financial literacy and competitiveness of
enterprises
Capital structure, particularly one that is optimal,
which means long-term survival but also competitiveness of an individual company, has been the
subject of discussion and research of many scientists for a long time. Analysing the determinants
of capital structure, researchers have, starting with
Modigliani and Miller (1958), defined the four most
common strategies of forming capital structure:
agency costs theory (Jensen and Meckling, 1976;
Fama and Miller, 1972), theory of asymmetric information (Ross, 1977; Leland and Payle, 1977), corporate control theory (Harris and Raviv, 1991; Stulz,
1988 and Israel, 1991) and theories based on market
interactions of products and inputs (Brander and
Lewis, 1986; Maksimovic, 1988; Glazer, 1989). Although they start from different determinants with
which they attempt to explain making the decision
on capital structure, all the theories nevertheless
agree about the benefits of borrowing, which include tax shelter, reduction of transaction costs and
impact on investment policy. Company borrowing,
or manner of the use of financial leverage will greatly affect the value of the company, and thus also its
growth and development.
However, the above theories have their limitations (Myers, 1984). All these theories are analysing financial and accounting information, but when
making decisions, the impact of financial behaviour
as an essential factor must also be considered. On
the other hand, all research on the topic of optimal
capital structure has been conducted on large companies in the United States, and it was not possible
to talk with certainty about the applicability of these
theories to companies operating in different legisla-

tive frameworks, financial markets and institutions
(Rajan and Zingales, 1995). These open issues have
launched a new wave of research related to the issue
of optimal capital structure.
Capital structure theories were created at the time
of domination of large companies, but in the period
from 1972 to 1988, the number of small and medium-sized enterprises has increased from 29 million
to 45 million.2 More recent research, led by Walker
and Petty (1978) focuses on the capital structure of
small and medium-sized enterprises, whose financial management differs significantly from that of
large enterprises. In small and medium-sized enterprises, agency costs will not be crucial for making
the decision on the structure of capital (Hamilton
and Fox, 1998), but neither will asymmetric information (Norton, 1991). Whenever they are able
to, small and medium-sized enterprises primarily finance their operations with internal sources
of financing, and the influence of preferences of
owners/managers has a much greater importance
than is anticipated by capital structure theories.
Encouraged by the results of the research of capital
structure in small and medium-sized enterprises,
researchers began to introduce the characteristics
of owners/managers to the capital structure puzzle:
need for control, experience, goals and attitude towards risk, widely using the results of research from
other sciences, especially psychology and sociology.
More recent research, led by researchers who are
extensively using their banking experience, includes
studies by Uzzi (1999), Baker (1990), Mizruchi and
Stearns (2001) and Day et al. (2006). These studies
combine the results of all previous research primarily because they connect the importance of capital structure for further growth, development and
competitiveness of companies, both in the domestic and foreign markets, with the characteristics of
entrepreneurs (owners and/or managers), as well as
with the environment in which companies operate.
Investigating the impact of sources of financing
on the growth and development of enterprises,
Carpenter and Petersen (2002) concluded that it
is extremely difficult for small and medium-sized
enterprises to obtain external sources of financing at acceptable terms, and are therefore forced
to use mostly internal sources (loans from owners,
retained earnings, long-term provisions). In the
conditions of underdeveloped financial markets,
which are characterised by an underdeveloped
business environment, small and medium-sized
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Figure 3 Impact of obstacles from entrepreneurial environment on enterprises, according to size

Source: Beck, T., Demirguc-Kunt, A. (2006), “Small
and medium-sized enterprises: Access to finance as a
growth constraint”, Journal of Banking and Finance,
Vol. 30, No. 11, p. 2937
enterprises are more affected by deficiencies than is
the case with large enterprises. According to Beck
and Demirguc-Kunt (2006), small and mediumsized enterprises will be twice as much affected by
the deficiencies and irregularities that characterise
all the underdeveloped financial markets, primarily
by access to sources of financing, legal protection
and corruption.
As generators of new jobs and economic development, growing enterprises are of enormous importance in underdeveloped financial markets. The
specificities of these enterprises, compared to other
small and medium-sized enterprises operating under the same conditions, represent an extremely interesting research question. Capital structure is an
important prerequisite for growth and development
of each company, which is influenced by the characteristics of the owner, that is, the manager. In the
conditions of difficult access to sources of financing, financial literacy, or knowledge of advantages
and disadvantages of individual available sources of
financing can be an important factor, on which not
only the capital structure, but the company’s growth
and its competitiveness will depend.
Based on these results of previous research, the goal
of this paper is to test the hypothesis on the importance of knowing the advantages and disadvantages
of individual sources of financing for growth and
development and competitiveness of companies.
42

Entrepreneurs (owners and/or managers) of small
and medium-sized enterprises who are familiar
with the advantages and disadvantages of individual
sources of financing will diversify their financial resources and will have a better capital structure.

4. Methodology
Financial literacy of company owners and/or managers is of the utmost importance for decisions on
the capital structure. Its importance, in small and
medium-sized enterprises, is reflected in lower
agency costs towards credit institutions, as well as
in diversification of used sources of financing, that
is, increasing the value of company’s assets. Companies whose owners have more financial knowledge
also have better indicators of activity and profitability of the business. Financial literacy includes
knowledge of the available sources of financing, as
well as the knowledge and management of company’s accounting information. Owners and/or managers of small and medium-sized enterprises who
are using a large number of different financial or
accounting information when making decisions on
capital structure will have better business results.
Research on the importance of knowledge of advantages and disadvantages of individual sources
of financing for the purpose of arranging optimal
capital structure for each individual company was
conducted on a sample of 108 small and mediumsized Croatian enterprises. In order to eliminate
the influence of industry, enterprises in the sample
came from all types of activities and had to be older
than one year.
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Only those companies that are subject to profit tax,
and had the obligation to publish their final financial reports were selected from the database of all
the registered small and medium-sized enterprises
in the Republic of Croatia. The data on the financial
results of companies in the sample were collected
through the Register of Annual Financial Reports
(RGFI), a publicly available database maintained
by the Financial Agency of the Republic of Croatia
(FINA).

5. Results
Among the respondents (owners and/or managers
of small and medium-sized enterprises) as many as
95.4% highlighted the importance of knowing the
strengths and weaknesses of individual sources of
financing (financial literacy) as an important factor
when making decisions about capital structure.
Information used when financing a business venture mainly includes sales data and data from annual financial statements (balance sheet and profit and
loss statement). Entrepreneurs also state that they
use personal data, that is, internally compiled data
for the needs of the company and the owner. Use
of this data may be indicative of the discrepancy of
the information that the owner has in relation to the
information that is prepared for the purpose of reporting on company’s operations (theory of asymmetric information).

To test the stated hypothesis, variables of the number of financial information, which owners/managers use when making decisions on capital structure,
and types of information which owners/managers
use when making decisions, were used.
Expectations of random variables between the two
groups of data – average number of used information when making decisions on capital structure,
were tested by t-test, while Levene’s test was used
to test variances.

Table 1 Group statistics for the number of financial information that is used when making decisions on
the capital structure of SMEs
Number of used financial
information

Arithmetic
mean

N

Standard
deviation

Standard error

Data on profits and sales
no

42

1.1190

0.39524

0.06099

yes

62

2.3226

0.91927

0.11675

no

31

1.1935

0.54279

0.09749

yes

73

2.1096

0.96554

0.11301

no

92

1.6739

0.72792

0.07589

yes

12

3.0833

1.50504

0.43447

no

63

1.5397

0.59094

0.07445

yes

41

2.2927

1.20921

0.18885

no

107

1.7570

0.99850

0.09653

yes

1

3.0000

-

-

no

101

1.7525

0.82953

0.08254

yes

3

4.6667

0.57735

0.33333

Balance sheet and profit and loss statement

Tax return

Personal data

Inventory status, payables and receivables

Something else – not specified in detail

Source: Authors
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Something else

Inventory status,
payables and
receivables

Personal data

Tax return

Balance sheet and
profit and loss
statement

Data on sales

Number of used
financial information

-8.486

-

Equal variances
not assumed

-

-6.027

0.406

0.695

-1.239

Equal variances
assumed

-

-

-3.709

Equal variances
not assumed

Equal variances
assumed

Equal variances
not assumed

0.000

-4.234

31.960

-5.423

Equal variances
assumed

0.000
-3.196

22.752

-6.138

Equal variances
not assumed

Equal variances
assumed

Equal variances
not assumed

-4.952

-7.990

Equal variances
assumed
0.019

0.000

t

-9.137
5.690

21.528

Sign

Equal variances
not assumed

Equal variances
assumed

F

Levene’s test of
equality of variances

102

2.3

102

-

106

52.6

102

11.7

102

94

102

88.9

df

0.009

0.000

-

0.218

0.001

0.000

0.008

0.000

0.000

0.000

0.000

0.000

Sign

-2.91419

-2.91419

-1.24299

-1.24299

-0.75300

-0.75300

-1.40942

-1.40942

-0.91604

-0.91604

-1.20353

-1.20353

Difference of
arithmetic
means

0.34340

0.48353

-

1.00316

0.20299

0.17786

0.44105

0.25989

0.14925

0.1850

0.13172

0.15064

Standard
error

t-test for equality of arithmetic means

-4.24376

-3.87326

-

-3.23184

-1.16023

-1. 10578

-2.37330

-1.92491

-1.21237

-1.28299

-1.46525

-1.50232

Lower

-1.58462

-1.95512

-

0.74586

-0.34577

-0.40022

-0.44554

-0.89393

0.61971

-0.54909

-0.94181

-0.90474

Upper

95 % confidence
interval
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Table 3 Group statistic for the number of financial sources that are used when financing the growth of
SMEs
Number of used sources
of financing

Arithmetic
mean

N

Standard deviation

Standard error

Own funds
no
yes

24

1.9167

1.05981

0.21633

84

2.3333

1.13364

0.12369

Family
no

96

2.1667

1.11135

0.11343

yes

12

2.8333

1.11464

0.32177

no

104

2.1923

1.10670

0.10852

yes

4

3.5000

1.00000

0.50000

81

1.8642

0.91860

0.10207

27

3.3704

0.92604

0.17822

47

1.5745

0.87836

0.12812

61

2.7541

1.02723

0.13152

Friends

Loans from suppliers
no
yes

Loans from banks
no
yes

Overdraft on personal accounts
no

93

2.0753

1.01335

0.10508

yes

15

3.2667

1.27988

0.33046

Leasing
no

75

1.8267

0.93539

0.10801

yes

33

3.1818

0.95048

0.16546

Factoring
no

103

2.1553

1.07336

0.10576

yes

5

4.0000

0.70711

0.31623

Source: Authors

Entrepreneurs have used their own funds and bank
loans the most. These sources of financing are also
the dominant form both when starting business
ventures and when financing company growth and
development. Funds from family and friends (FFF),
as well as factoring, are among the rarest and least
used sources of financing. In developed financial
markets, FFF funds are among the most accessible
and used sources of financing of start-up companies, while bank loans are inaccessible to companies

at this stage of their life cycle. Loans from suppliers also represent an important source of financing
of growth and development of companies, but this
source of financing, with insufficient legal protection of investors, which is considered one of the
biggest obstacles to further development of the financial market, represents the riskiest form for the
investor (supplier) and most often leads to insolvency.

God. XXIX, BR. 1/2016. str. 37-50

45

46

Source: Authors

God. XXIX, BR. 1/2016. str. 37-50

Factoring

Leasing

Overdraft
on personal
accounts

Loans from
banks

Loans from
suppliers

Friends

Family

Own funds

Number of
used sources

Equal variances not
assumed
Equal variances
assumed
Equal variances not
assumed
Equal variances
assumed
Equal variances not
assumed

Equal variances
assumed

Equal variances
assumed
Equal variances not
assumed
Equal variances
assumed
Equal variances not
assumed
Equal variances
assumed
Equal variances not
assumed
Equal variances
assumed
Equal variances not
assumed
Equal variances
assumed
Equal variances not
assumed

3,331

0,151

0,868

1,079

0,002

0,071

0,698

0,354

0,301

0,961

0,554

0,508

0,441

0,352

0,350

Sign

0,881

F

Levene’s test of equality of variances

106
4,9

-5,532

60,3

-6,858
-3,794

106

16,9

-6,902

-3,436

106

105

-6,425
-4,069

106

44,3

-7,334
-6,295

106

3,3

-2,556
-7,364

106

13,9

-1,954
-2,325

106

39,3

-1,672
-1,959

106

df

-1,610

t

0,003

0,000

0,000

0,000

0,003

0,000

0,000

0,000

0,000

0,000

0,076

0,022

0,071

0,053

0,102

0,110

Sign

-1,84466

-1,84466

-1,35517

-1,35515

-1,19140

-1,19140

-1,17963

-1,17963

-1,50617

-1,50617

-1,30769

-1,30769

-0,66667

-0,66667

-0,41667

-0,41667

Difference of
arithmetic
means

0,33344

0,48626

0,19759

0,19635

0,34677

0,29283

0,18361

0,18738

0,20537

0,20454

0,51164

0,56243

0,34118

0,34038

0,24920

0,25877

Standard
error

t-test for equality of arithmetic means

-2,70482

-2,80871

-1,75035

-1,74444

-1,92319

-1,77196

-1,54371

-1,55113

-1,92000

-1,91169

-2,85792

-2,42276

-1,39902

-1,34151

-0,92058

-0,92971

Lower

-0,98450

-0,88061

-0,95996

-0,96586

-0,45961

-0,61083

-0,81555

-0,80813

-1,09235

-1,10065

0,24254

-0,19263

0,06568

0,00818

0,08724

0,09638

Upper

95 % confidence
interval
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Table 4 Independent test of the sample for the average number of used sources when making decisions
on the capital structure of SMEs
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Based on the t-test for equality of arithmetic means
and the Levene’s test of equality of variances, with
significance of less than 0.005, it can be concluded
that owners and/or managers of small and mediumsized enterprises who, when making decisions on
the structure of capital, use a larger number of financial information, including sales data, balance
sheet and profit and loss statement, tax return and
personal data, diversify the sources of funding used.
Diversification relates to loans from suppliers, loans
from banks, overdrafts on personal accounts, leasing and factoring, while the number of used information is not related to the use of own funds, and
funds from family and friends. When using internally generated funds, owners/managers of small
and medium-sized enterprises do not perform an
in-depth analysis of their financial operations because they know at all times how much funds they
have available to finance the growth and development of their companies. Financial literacy reduces
the impact of asymmetric information, helps owners/managers make better decisions on the sources
of financing, and ultimately contributes to better
business results and competitiveness of the company.

6. Implications and further research
Over the past 70-odd years, the question of optimal
capital structure has been the subject of numerous
studies, but it seems there is no universal formula
that is applicable to all companies in all legal and
business environments. Capital structure is dependent on a number of determinants, and it is shaped,
among other things, by the business environment,
as well as the characteristics of the company’s owner/manager. Financial literacy, which represents the
knowledge of advantages and disadvantages of individual sources of financing as well as knowledge of

own company’s accounting and financial information, significantly influences the shaping of capital
structure. Capital structure that enables companies
to grow and develop certainly affects the competitive position of each individual company. Excessive
financial strain, i.e. lack of funds for starting new
projects represents an opportunity cost of missed
future earnings, i.e. profits. Financial slack, on the
other hand, indicates a company without ideas and
new projects. Such a situation is not sustainable in
the long run and represents competitive lagging behind of a company, and ultimately its downfall. The
optimal capital structure of each individual company therefore represents the situation in which
the company is capable of financing good projects,
whether by internal resources or by obtaining external sources of financing. In the conditions of
underdeveloped financial markets, which are characterised by difficult access to sources of financing,
and a business environment that does not support
company growth and development, financial literacy can be a crucial factor in the capital structure
decision-making processes, as well as for the competitive position of small and medium-sized enterprises.
Decision-making processes on capital structure are
extremely complex and dependent on a large number of determinants. Although numerous studies
have demonstrated the importance of a large number of factors, notably financial ones, the characteristics of company owners and/or managers are still
an insufficiently explored area, which can provide
an answer to the asked question about the key determinants in the decision-making processes on
capital structure. The complexity of this problem
requires a multidimensional or multidisciplinary
approach, which can help in understanding the processes through which decisions on capital structure
are made, and, consequently, on the future competitive position of the company.
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Postoji li veza između financijske pismenosti,
strukture kapitala i konkurentnosti malih i
srednjih poduzeća?
Sažetak
Značaj razvijenosti financijskoga tržišta za gospodarski razvoj i konkurentnost neke zemlje ogleda se u
kanaliziranju kapitala prema onim investicijama u kojima su povrati najviši, čime se osigurava likvidnost
i učinkovito grupiranje poduzeća, odnosno preuzimanje rizika. Učinkovito preuzimanje rizika ogleda se
ponajprije u dostupnosti velikog broja izvora financiranja koji omogućavaju poduzećima slobodu prilikom
oblikovanja strukture kapitala. Poduzeća koja nemaju na raspolaganju veliki broj financijskih izvora, nužno
su, prilikom oblikovanja strukture kapitala, orijentirana na dug, a što u konačnici znači preveliku financijsku
ranjivost. Financijska ranjivost, posebice u vrijeme financijske krize, kada su kolebanja u cijeni kapitala iznimno velika, dugoročno smanjuje investicije, rast i zaposlenost. Mala i srednja poduzeća na nerazvijenom
financijskom tržištu Hrvatske, nužno su okrenuta zaduživanju, kao najdostupnijem izvoru financiranja.
Analizirajući proces donošenja odluka o strukturi kapitala na uzorku od 108 malih i srednjih poduzeća,
uočeno je kako ona poduzeća koja se u svojoj strukturi kapitala manje oslanjaju na dug, ostvaruju bolje
financijske rezultate i rastu. Proces donošenja financijskih odluka u tim poduzećima je u rukama vlasnika
i/ili menadžera i savjetnika koji posjeduju znanja o prednostima i nedostatcima pojedinih izvora financiranja. Financijsko znanje je jedna od najvažnijih determinanti one strukture kapitala koja će omogućiti
rast i razvoj sektora malih i srednjih, kao i veću konkurentnost poduzeća, bez obzira na veličinu, djelatnost,
industriju kao i oblik vlasništva ovih poduzeća.
Za ispitivanje veze između profitabilnosti poduzeća i njihove financijske pismenosti korišten je Levinov test
jednakosti varijanci.
Ključne riječi: financijsko znanje, struktura kapitala, mala i srednja poduzeća, financijsko tržište,
konkurentnost

50

God. XXIX, BR. 1/2016. str. 37-50

Preliminary communications

Prethodna priopćenja

Matea Matić, Barbara Puh:
Consumers’ purchase intentions towards natural cosmetics
Dina Lončarić, Marina Perišić Prodan, Ivana Ribarić:
The influence of a visitor’s perceptions of a museum’s website design on behavioural intentions
Mile Bošnjak, Vlatka Bilas, Ivan Novak:
Modeling exchange rate volatilities in Croatia
Brano Markić, Sanja Bijakšić, Arnela Bevanda:
Sentiment analysis of social networks as a challenge to the digital marketing
Iva Buljubašić, Marta Borić, Ivana Hartmann Tolić:
The impact of promotion in creative industries – The case of museum attendance
Ivana Bestvina Bukvić, Marija Mihaljević, Ivana Tokić:
Financing the theatre: The role of management and the state
Ivo Mijoč, Dubravka Pekanov Starčević, Emil Mihalina:
Accounting valuation of the financial reporting system through interdependence of external factors

Matea Matić, Barbara Puh: Consumers’ purchase intentions towards natural cosmetics

Matea Matić
University of Dubrovnik
Department of Economics and
Business Economics
Lapadska obala 7,
20000 Dubrovnik, Croatia
matea.matic@unidu.hr
Phone: +38520445939

Barbara Puh
University of Dubrovnik
Department of Economics and
Business Economics
Lapadska obala 7,
20000 Dubrovnik, Croatia
barbara.puh@unidu.hr
Phone: +38520445935

UDK: 658.89:159.94
Preliminary communication
Received: October 22, 2015
Accepted for publishing: December 23, 2015

CONSUMERS’ PURCHASE
INTENTIONS TOWARDS NATURAL
COSMETICS
Abstract
The purpose of this paper is to determine which variables influence consumers’ intentions towards purchasing natural cosmetics. Several variables are included in the regression analysis such as age, gender, consumers’ purchase tendency towards organic food, consumers’ new natural cosmetics brands and consumers’ tendency towards health consciousness. The data was collected through an online survey questionnaire
using the purposive sample of 204 consumers from the Dubrovnik-Neretva County in March and April
of 2015. Various statistical analyses were used such as binary logistic regression and correlation analysis.
Binary logistic regression results show that gender, consumers’ purchase tendency towards organic food
and consumers’ purchase tendency towards new natural cosmetics brands have an influence on consumer
purchase intentions. However, consumers’ tendency towards health consciousness has no influence on
consumers’ intentions towards purchasing natural cosmetics. Results of the correlation analysis indicate
that there is a strong positive correlation between purchase intentions towards natural cosmetics and consumer references of natural cosmetics. The findings may be useful to online retailers, as well as marketers
and practitioners to recognize and better understand the new trends that occur in the industry of natural
cosmetics.
Keywords: Consumer purchase intentions, consumer tendencies, natural cosmetics

1. Introduction
During the last years, the cosmetic industry has
dramatically diversified its managerial and marketing orientation towards customer requirements due
to the growth in response to the customer trends
towards a healthier lifestyle and requirements for
natural cosmetics (Dimitrova et al., 2009: 1156).

The cosmetic industry is a very important industry
and the use of personal care products and cosmetic
products has always been an essential part of consumers’ lives. In 2013, the global cosmetics market
grew by an estimated 3.8 % compared to the previous sales year and it is expected that global sales
of natural and organic cosmetics will achieve an
amount of 14 billion US$ in 2015 (Beauty Industry
Analysis 2015 - Cost & Trends).
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Regardless of this positive growth trend in the
world, the natural cosmetics market is still an under-researched area. Mintel (2013: 6) stated that of
all beauty and personal care new product launches
from January till October 2012, 37% claimed that
they are botanic or herbal. Also, the most often
stated reason for consumers not to buy natural or
organic personal care products is that “so many
products claim to be natural or organic that it’s hard
to tell which ones are the most natural”. Moreover,
European standards for ecological products were
defined in Standard COSMOS (Cosmetics Organic
and Natural Standard) published in 2013 but such
standards depend on the cosmetics manufacturer
or country of origin. This confusion has led to an
increasing distrust in the labels “organic” and “natural” which is likely to stem from lacking regulation
within the industry allowing a multitude of products
claiming to be organic and natural to flood the market (Yu-Shan and Ching-Hsun, 2013: 489). Despite
such conditions on the cosmetics market, natural
cosmetics have grown to be a great trend in recent
years. While consumer behaviour towards organic
products, especially food products, has been examined in academic research, little has been published
on consumer behaviour towards natural cosmetics.
Interest in natural cosmetics has grown remarkably
as consumers and marketers react to popular media
with regard to healthy lifestyles. The technological
advances and constant innovation are the main features of the modern cosmetic industry. Production
and usage of natural cosmetics has grown in recent
years and today, consumers have become more
concerned about a youthful appearance, health and
the quality of cosmetics. Also, with a better understanding of consumers’ attitudes and behaviour towards natural products, better conditions and development for the natural cosmetics market will be
provided. However, consumers’ indications of positive attitudes towards environmental issues do not
necessarily lead to actual environmentally friendly
purchasing behaviour (Laroche et al., 2002). This research provides an insight into the consumer‐decision making process with regard to natural cosmetics and the complexity of that process.
The purpose of this paper is to determine which
variables influence consumer purchase intentions
towards natural cosmetics. Several variables such as
age, gender, consumers’ purchase tendency towards
organic food, consumers’ new natural cosmetics
brands and consumers’ tendency towards health
54

consciousness were included in order to understand
the motives that could enhance consumer purchase
intentions towards natural cosmetics products.
Following the introduction, the second section
provides a selected literature review on purchasing
behaviour, with a special emphasis on consumers’
online purchase intensions towards natural cosmetics. Data and research methodology are discussed
in the third section, while the fourth presents research results and the discussion of findings. The
final section of the paper draws certain conclusions
and directions for future research.

2. Literature review
The market for green products is expanding worldwide in a variety of industries, such as food, fashion
and cosmetics (Cervellon and Carey, 2011). There
is little research about consumer behaviour regarding natural cosmetics, or consumers’ purchase decisions and attitudes towards natural personal care
products and cosmetics products. However, the
rising popularity of natural cosmetics raises important questions for marketers, retailers and industry
planners. The number of papers that have been related to the study of natural cosmetics has increased
(Johri and Sahasakmontri, 1998; Kim and Seock,
2009; Dimitrova et al., 2009; Cervellon et al., 2011;
Rybowska, 2014).
In the past, chemicals were used to substitute expensive natural ingredients making the cosmetics
available and widely used. Today, the trend for a
healthier way of living is increasing consumers’ perceptions and interest towards mainly natural products, including cosmetic products. Some studies
found that, in choosing cosmetics, natural aroma,
high quality, hydration, skin protection, medical advice, long lasting, good promotion, hypoallergenic
and not tested on animals’ are the most important
motivating factors for the customers in Bulgaria,
Montenegro and Italy. Natural cosmetics are bought
by people who practice an environmentally friendly
lifestyle and care about their health, beauty and appearance (Dimitrova et al., 2009: 1158).
Chen (2001) defined green purchase as a specific
kind of eco-friendly behaviour that consumers perform to express their concern for the environment.
Along the primary motivations to purchase green
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there are three main types of green consumers:
the health-conscious consumer who purchases for
his own health benefits; the environmentalist who
buys green as a contribution to the protection of
the environment and the quality hunter who is persuaded that green products have a superior taste or
superior performance (Cervellon et al., 2011). Also,
purchase intentions are a critical factor that predicts consumer behaviour regardless of the product category selection. Green purchase intention is
conceptualized as the probability and willingness
of a person to give preference to products having
eco-friendly features over the traditional products
(Rashid et al., 2009). Tsakiridou et al. (2008) highlight the huge gap between the intention to purchase and actual purchase of green products, due
to the trade-off benefits – higher prices. These consumers perceived eco cosmetic products as luxury
items because they are hardly available and, in their
opinion, expensive (Rybowska, 2014).
Many studies found that demographic factors are
one of the most influencing factors in predicting consumer behaviour towards natural products
(D’Souza et al., 2007). Straughan and Roberts (1999)
indicated that the demographic variables such as age
and gender were significantly correlated with ecologically conscious attitudes. Foster (2004) suggests
that over 45-year-old female consumers have a tendency to be more open towards green information.
Finisterra do Paco et al. (2009) found no significant
relations between age and green attitudes. Results
are also inconsistent in terms of gender differences.
Ruiz et al. (2001) argued that gender plays an important role in being an environmentally conscious
consumer. Banerjee and McKeage (1994) found that
female consumers tend to be more ecologically conscious than men. Several studies found that women
are more concerned about green issues than men
and are more likely to engage in pro-environmental
behaviours (Zelezny et al., 2000; Tikka et al., 2000).
Women are more likely to buy a green product because they believe the product is better for the environment (Mainieri et al., 1997; Pillai, 2013). Also,
this gender difference seems to emerge also in the
youngest group of population and in a cross-cultural context (Hunter et al., 2004). However, Mihic and
Kursan (2014) show that demographic characteristics of Croatian consumers such as marital status,
age and household income have a significant impact
on the intention to purchase organic food.

Health conscious consumers care about the desired
state of well-being and try to have a healthy life
(Newsom et al., 2005). Consumers with high health
consciousness will seek to engage in activities that
promote a healthy life (Kim and Seoch, 2009; Kim
and Chung, 2011). Also, Foster (2004) investigated
female consumers’ beauty product shopping behavioural patterns, their perceived importance of product attributes, and their purchase attitude towards
natural beauty products. Results show that consumers’ product attitudes and shopping behaviour
are influenced by their health and environmental
consciousness. Generally, people who strongly desire to maintain a youthful look and improve their
appearance look for chemical-free personal care
products. In the context of skin/hair care product
purchases, consumers with high health consciousness may consider whether a product is safe for the
skin and body; therefore they may be more seriously concerned with the types of ingredients used
to make the product than the consumers with low
health consciousness (Johri and Sahasakmontri,
1998). However, Tarkiainen and Sundqvist (2005)
show that health consciousness does not influence
consumers’ beauty product shopping behavioural
patterns. Kim and Chung (2011) found that health
consciousness partially supported the consumers
purchase intention towards organic care products.
Likewise, Michaelidou and Hassan (2008) found
that the health consciousness appeared to be the
least important motive for consumer purchase intention towards natural products.
Because natural products are viewed as promoting
a healthy lifestyle, there should be some similarities
in consumers purchase behaviour between organic
food and natural personal care products. Kim and
Chung (2011) found that consumer’s attitude, and
past experience with other organic products such as
organic food, will positively impact on purchase intention towards organic and natural care products.
It can be concluded that consumers who purchase
organic food will also be inclined towards purchasing organic and natural personal care products.
Today, physical appearance is becoming very important to modern consumers. Existing evidence
also shows that perceptions of the body and physical appearance influence people’s behaviour in their
role as consumer (Debevec et al., 1986; Reingen and
Kernan, 1993). Laroche et al. (1996) found that consumer’s brand attitude and purchase intention will
be higher when a product has high preference im-
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age and familiarity. The study shows that familiarity with a brand influences a consumer’s confidence
towards the brand, which in turn affects his/her
intention to buy the same brand. Gan et al. (2008)
found that consumers who are brand conscious are
less likely to purchase green products if they are
not from a brand that they are familiar with. Beauty
products gain a level of familiarity and comfort for
the consumer, and switching to a new product often
takes some extra incentive. Thus, Radman (2005)
found that Croatian consumers are not very familiar
with the supply of ecologically‐grown products on
the market. Nevertheless, growing consumer concern for health and environment issues has resulted
in increased attention towards the purchase and
consumption of natural cosmetics.

3. Research methodology
3.1 Research instrument
The data was collected through an online survey
questionnaire using purposive sample of 204 consumers from the Dubrovnik-Neretva County. An
online survey questionnaire was used due to its

simplicity and also reduced time of data collection
(Vranešević, 2014). The empirical study was carried
out in March and April of 2015. The questions were
based on the review of literature and the questionnaire consisted of two parts. The first part included statements on a five- point Likert scale, where
respondents were asked to express the degree of
their agreement (1 – strongly disagree, 5 – strongly
agree) relating purchase intentions towards natural cosmetics and one statement (“I intend to buy
natural cosmetics”) with dichotomous (Yes/No)
answers. The second part of the questionnaire included demographic variables of the respondents
(e.g. gender and age).

3.2 Research hypotheses

H1 - Consumers who are inclined to purchase organic food have a higher intention towards purchasing natural cosmetics.
H2 - Consumers who are inclined to purchase new
brands of natural cosmetics have a higher intention
towards purchasing natural cosmetics.
H3 - Health conscious consumers a have higher intention towards purchasing natural cosmetics.
H4 - There is a strong and positive relation between
consumer purchase intentions and consumer recommendations toward natural cosmetics.
In order to broaden the understanding about variables that influence consumer purchase intentions
towards natural cosmetics, a binary logistic regression was used. Binary logistic regression is similar
to linear regression except that it is used when the
dependent variable is nominal and dichotomous.
It assumes that the dependent variable is dichotomous and that outcomes are independent and mutually exclusive, that is, a single case can only be
represented once and must be in one group or the
other (Tabachnich and Fidell, 2007). The model can
be expressed as follows:

The dependent variable is an odds ratio where P
(purchase) is the predicted probability of the event
which is coded with 1 (in this case the intention of
purchasing natural cosmetics). Predictor variables
are age, gender, purchasing new brands, health consciousness and purchasing organic food (categories
of these variables are given in Table 1). The binary
logistic regression is performed with the support of
the computer program SPSS 20.0 as well as correlation analysis.
The results obtained from the survey were analysed
using different analytical tools, including methods
of analysis and synthesis, inductive and deductive
methods, method of generalization and specialization, and different statistical methods - binary logistic regression and correlation analysis.

Based on scientific problems and research objectives the following hypotheses are proposed:
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3.3 Research sample
Table 1 presents the characteristics of the analysed
sample.
Table 1 Characteristics of the analysed sample
Variable
Gender

Age

I intend to
purchase natural
cosmetics
I am inclined
towards
purchasing new
brands of natural
cosmetics

I am inclined
towards a healthy
way of living

I am inclined
towards purchasing
organic food

Percentage
(%)

Categories

As shown in Table 1, the sample consists of 204
respondents form the Dubrovnik-Neretva County,
of which 30% are male and 70% are female. The results show that half of the respondents intend to buy
natural cosmetics, and 23.5% are inclined towards
purchasing new brands of natural cosmetics. More
than half of the respondents (56.3%) are inclined towards health consciousness, and 41.2% are inclined
towards buying organic food.

Male

30

4. Results and discussion

Female

70

The model diagnostics and the results of the model
testing by binary logistic regression analysis are presented in Table 2. The first part of the table shows
the model diagnostics and the second part shows
the coefficients and odds ratios of the regression
equation.

18-24

30.9

25-34

19.6

35-44

20.6

45-54

16.0

55-

12.9

Yes

50.5

No

49.5

Strongly disagree

19.1

Disagree

22.5

Neither disagree
nor agree

34.8

Agree

15.2

Strongly agree

8.3

Strongly disagree

8.3

Disagree

6.9

Neither disagree
nor agree

28.4

Agree

33.8

Strongly agree

22.5

Strongly disagree

18.6

Disagree

13.7

Neither disagree
nor agree

26.5

Agree

24.5

Strongly agree

16.7

Source: Research findings (N= 204)

In the Classification Table, the overall percentage
shows the per cent of cases for which the dependent
variable was correctly predicted given the model.
So, the overall percentage of 71.6% shows that in
71.6% of the cases the intention to purchase natural cosmetics (purchase/ not purchase) is correctly
predicted by the model. Sensitivity and specificity
of the test show that 79.8% of the occurrences are
correctly predicted as well as 63.2% of the non-occurrences.
The Hosmer – Lemeshow tests the null hypothesis
that the data fit the model well, i.e. that there is a linear relationship between predictor variables and the
log odds of the criterion variable. A Chi square statistic is computed comparing the observed frequencies with those expected under the linear model. A
non-significant chi square indicates that the null hypothesis is accepted and the data fit the model well.
Since the significance of the Hosmer and Lemeshow
test is greater than 0.05, the data fit the model. Predictors that met the conventional 0.05 standard for
statistical significance (Table 2) are going to be interpreted:
• 2.262 odds ratio for Gender means that there is a
higher probability for women to purchase natural
cosmetics than men;
• Odds ratios for all categories of Purchasing new
brands mean that there is a higher probability of
purchasing natural cosmetics for those respondents who disagree, neither disagree nor agree,
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Table 2 Model diagnostics and results of estimation
Model diagnostics
Classification of table results
Overall percentage correct

71.6%

Sensitivity

79.8%

Specificity

63.2.%
The cut value is 0.500
Hosmer and Lemeshow test

Chi-Square

7.015

Sig.

0.535
Results of estimation
Coefficient β

Gender

Odds Ratio

Sig.
0.037

0.816

2.262

---

---

---

25 -34

0,181

1,198

0.721

35-44

0,536

1,709

0.278

45-54

0,061

1,062

0.915

55 -

0,251

1,285

0.668

Age
18-24 (RC)

0.859

Purchasing new brands
Strongly disagree (RC)

0.009
---

---

---

Disagree

0.790

2.203

0.166

Neither disagree nor agree

1.326

3.768

0.012

Agree

2.396

10.980

0.001

Strongly agree

1.503

4.497

Health consciousness
Strongly disagree (RC)

0.043
0.931

---

---

---

Disagree

-0.860

0.423

0.392

Neither disagree nor agree

-0.536

0.585

0.493

Agree

-0.612

0.542

0.452

Strongly agree

-0.715

0.489

0.434

---

---

---

Disagree

1.529

4.612

0.023

Neither disagree nor agree

1.171

3.226

0.055

Agree

2.048

7.756

0.002

Strongly agree

2.752

15.675

0.001

-2.769

0.063

0.001

Purchasing organic food
Strongly disagree (RC)

Constant

0.007

Source: Research findings
*Notes: RC – Reference category
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agree and strongly agree with the statement “I am
inclined towards purchasing new brands of natural cosmetics” compared to those who strongly
disagree with the given statement.
• Odds ratios for all categories of Purchasing organic food mean that there is a higher probability of purchasing natural cosmetics for those
respondents who disagree, neither disagree nor
agree, agree and strongly agree with the statement “I am inclined towards purchasing organic
food” compared to those who strongly disagree
with the given statement.
As shown in Table 2, except for variables health
consciousness and age, the variables in the model
(gender, purchasing new brands and purchasing
organic food) have a statistically significant impact
on the probability of purchasing intention towards
natural cosmetics products. The probability of purchase intention towards natural cosmetics is 88.69
per cent if the respondent is a woman, aged between
25 and 34, who has a tendency for purchasing new
brands of natural cosmetics, a tendency towards
health consciousness and a tendency towards purchasing organic food. Considering the fact that
purchase intentions towards new brands of natural
cosmetics and organic food are coded on a 5-point
Likert scale, it is evident from the coefficients (Table 2) that with higher purchase intentions towards
new brands of natural cosmetics and organic food,
the probability of intention to purchase natural cosmetic products increases. Also, consumers who are
more inclined towards purchasing natural cosmetic
products probably will be women regardless of their
age.
As it was expected, there is a 2.26 times higher
probability for women to purchase natural cosmetics compared to men. These findings are in accordance with previous researches (Ruiz et al., 2001;
Banerjee and McKeage, 1994; Zelezny et al., 2000;
Tikka et al., 2000) which indicates that women are
more concerned about green issues than men.
Respondents who agree that they have a tendency
of purchasing new brands of natural cosmetics have
a 10.98 times higher probability for purchasing
natural cosmetics compared to those who strongly
disagree with the statement “I am inclined towards
purchasing new brands of natural cosmetics”. Those
respondents who strongly agree with the mentioned statement have a 4.49 times higher probability of purchasing natural cosmetics compared

to those who strongly disagree with the statement.
As the results of the study show, if the consumers
have a stronger tendency towards purchasing new
brands of natural cosmetics they will also be more
inclined towards purchasing natural cosmetics
products. Based on these findings, the hypothesis
H2 is supported. These consumers will probably be
more open towards innovation in natural cosmetics and therefore will be more likely interested in
purchasing a different brand of organic and natural
products. Also, they have probably higher awareness of the positive impact of using natural cosmetic
products such as quality and health benefits.
Respondents who agree that they have a tendency
towards purchasing organic food have a 7.75 times
higher probability of purchasing natural cosmetics, and those who strongly agree, a 15.67 times
higher probability compared to those who strongly
disagree with this statement. As it was expected,
there is a higher probability that consumers who
are more inclined towards organic food will have
a greater tendency of purchase intentions towards
natural cosmetics products. Based on these findings, hypothesis H1 is supported. These consumers
purchase for their own health benefits, and they are
persuaded that natural or organic products have
superior taste or superior performances and are
probably more aware of the benefits which different categories of organic or natural products provide. It can be concluded that these consumers have
concerns about their consumption and tend to prefer organic and natural products due to health or
beauty benefits.
Results of regression for variable age show that
there is no statistical significance between the age of
respondents and consumer purchase intention towards natural cosmetics products. These results are
consistent with the research of Finisterra do Paco et
al. (2009) who found out that there was no significant relation between age and consumer green attitudes and behaviour. It can also be concluded that
findings of regression analysis are consistent with
literature background except for the variable health
consciousness. It is interesting to emphasize that
the result for the variable health consciousness is
not statistically significant i.e. consumers who have
a tendency towards natural cosmetics products are
not inclined towards a healthy lifestyle. Therefore
hypothesis H3 is not supported. In addition, results of regression analysis for the variable health
consciousness are inconsistent with the literature
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background because consumers who are aware of
the benefits that natural cosmetics products could
provide, have a greater and stronger tendency towards natural products especially for personal care
and beauty products. Previous studies (Kim and
Seoch, 2009; Kim and Chung, 2011) assumed that
greater health consciousness leads to more favourable attitudes towards purchasing organic personal
care products. However, these studies reveal that
consumers who are not health conscious will also be
more inclined towards purchasing natural cosmetic
products and will have a positive attitude towards
natural products regardless of consumers’ age
(Tarkiainen and Sundqvist, 2005). However, despite
increased consumer interest for their health and appearance, there is also an increased distrust among
consumers towards natural products which can be
ascribed to the lack of market regulation. Therefore,
consumers who are health concerned will not have
a tendency to purchase natural personal and beauty
care products because of the lack of regulation in
the cosmetic industry. It can be assumed that these
consumers have a lack of trust in natural cosmetics products because the cosmetics market is still
under-researched and national labels give legitimacy to these products. Companies should provide
clearer information about what is natural and what
type of health benefits consumers would gain by using personal care and beauty products.
The next table shows the relation between consumers’ intentions towards purchasing natural cosmetics and consumer recommendation towards natural
cosmetics.
Relation between consumers’ intentions towards
purchasing natural cosmetic products and consumer recommendation towards natural cosmetics was
examined by using Spearman’s rank correlation.
The further processing of data is approached by using the Spearman’s correlation coefficient. Table 3
shows that the correlation is significant at the 0.01
level and Spearman’s coefficient is 0.610, showing
a strong positive relation between variables. These
results indicate that respondents who have higher
intentions towards purchasing natural cosmetics
have positive attitudes towards recommendation
of natural cosmetic products. Also, regarding the
relation strength, these consumers have a strong
tendency towards purchasing and recommending
these products.
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Table 3 Correlation between consumer purchase
intentions towards natural cosmetic products
and consumer recommendation towards natural
cosmetics
Correlation
I would
always
recommend
natural
cosmetic
products

Spearman’s
rho

I intend to
purchase
natural
cosmetics

Correlation
Coefficient

.610**

Sig.
(2-tailed)

.000

N

204

**Correlation is significant at the 0.01 level
Source: Research findings
Therefore, they will definitely recommend purchasing natural cosmetic products to consumers who
are not inclined towards natural products or who
are not aware of the benefits that natural products
could provide. Based on these findings, hypothesis
H4 is supported.

5. Conclusions
Production and usage of natural products has grown
in recent years because consumers have become
concerned with health, quality and beauty appearance. As environmental concerns have increased,
consumers prefer to purchase natural cosmetics
products that could lead to an increase in the importance of understanding consumers’ purchasing
behaviour towards natural cosmetics products as
well as the factors that affect consumers’ purchase
intentions towards natural cosmetics products. This
has driven to an increase in the number of studies
aimed at understanding the motivations behind
consumer purchase behaviour towards natural
cosmetics products. In that context, this study discusses the issues of consumers’ intentions towards
natural cosmetic products and factors which influence their purchase intentions towards natural cosmetic products.
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Respondents who agree that they have a tendency
of purchasing new brands of natural cosmetics have
higher probability for purchasing natural cosmetics
compared to the reference category. These consumers will probably be more open towards innovation
in natural cosmetics and therefore will be more
likely interested in purchasing different brands of
organic and natural products. Also, as it was expected, there is a higher probability that consumers who
are more inclined towards organic food will have
a greater tendency of purchase intentions towards
natural cosmetics products. It can be concluded
that these consumers have concerns about their
consumption and tend to prefer organic and natural
products. It can also be concluded that findings of
regression analysis are consistent with the literature
background for all variables, except for the variable
health consciousness which was found statistically
insignificant. This can be ascribed to the lack of market regulation which leads to the increase of distrust
among consumers towards natural products. It can
be assumed that consumers have a lack of trust in
natural cosmetics products because the cosmetics
market is still an under-researched area. Companies should provide clearer information about what
is natural and what type of health benefits consumers would gain by using organic personal care and
beauty products. Results of the correlation analysis
between consumer purchase intentions towards
natural cosmetic products and consumer recommendation towards natural cosmetics indicate that
respondents who have purchase intention towards
natural cosmetics have positive attitudes towards
recommendation of natural cosmetic products. Regarding the relation strength, these consumers have
a strong tendency towards purchasing and recommending natural cosmetics products. Therefore,
they will recommend purchasing natural cosmetic
products to consumers who are not inclined towards natural products or who are not aware of the
benefits that natural products could provide, especially products in the cosmetic industry.
Consumers’ interest in health and environmental
issues is increasing, providing a huge opportunity
for the natural and organic personal care industry
to create a strategy that could motivate many consumers to purchase organic or natural personal care
products. Previous research on organic products
has focused on organic food but the second largest sector in the organic industry - organic personal
care products - has received little attention. There-

fore, this study has made a contribution to existing
knowledge about the industry of natural products
by indicating variables that impact consumers’ purchase intentions towards natural cosmetic products. In addition, this study was conducted on the
very specific market of natural cosmetic products.
The findings of this paper suggest that the natural
cosmetics industry needs to be more assertive and
effective on the Croatian market because Croatian
consumers show a positive attitude towards natural
cosmetic products especially towards new brands.
Cosmetic companies should also focus on the
health-related benefits of cosmetics and beauty care
products and create effective strategic tools to gain
advantages on the new market such as the natural
cosmetic market. Such specifically oriented marketing strategy will provide business success and
efficiency as well as satisfy the need to understand
and predict consumers’ behaviour towards natural
cosmetics products in Croatia.
However, the findings should be considered in the
light of their limitations. First of all, in regards to
the sample selection, the future research sample
should be extended by including other Croatian
counties. Furthermore, in conducting the research
over a longer period of time, it would be interesting to monitor the development process of Croatian
consumers’ purchase behaviour towards natural
products. In future studies, it would be preferable
to consider a number of additional factors that can
significantly explain the consumers’ behaviour towards natural products such as price, quality and
availability as well as different product categories
which are not included in this study. Additionally,
future researches on consumer behaviour towards
natural cosmetics are essential in order to get a
more complete picture about the consumer attitudes and intentions towards natural products especially towards beauty and care products.
Given the fact that researches on the purchasing
behaviour of Croatian consumers towards natural
cosmetic products are limited, new insights into the
topic are required. This calls for more research in
the field and this paper could be helpful in explaining consumer behaviour towards natural cosmetics
products by providing a framework for further research on the issue.
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Kupovna namjera potrošača prema
proizvodima prirodne kozmetike
Sažetak
Svrha rada je utvrditi varijable koje utječu na kupovnu namjeru potrošača prema proizvodima prirodne
kozmetike. U okviru regresijske analize uključene su varijable: dob, spol, kupovne tendencije potrošača
prema prehrambenim proizvodima organskoga porijekla, tendencije prema novim markama proizvoda
prirodne kozmetike te tendencije potrošača prema zdravom načinu života. Podatci su prikupljeni u ožujku
i travnju 2015., anketnim upitnikom putem interneta, na namjernom uzorku od 204 potrošača s područja
Dubrovačko-neretvanske županije. Za obradu podataka korištene su različite statističke analize kao što
su binarna logistička regresija te korelacijska analiza. Iz rezultata binarne logističke regresije razvidno je
da spol, kupovne tendencije potrošača prema prehrambenim proizvodima organskoga porijekla, kao i
kupovne tendencije prema novim markama proizvoda prirodne kozmetike, imaju utjecaj na kupovnu namjeru potrošača. Isto tako, rezultati istraživanja su ukazali da tendencije potrošača prema zdravom načinu
života nemaju značajan utjecaj na kupovnu namjeru potrošača prema proizvodima prirodne kozmetike.
Korelacijska analiza ukazala je na postojanje statistički jake povezanosti pozitivnog smjera između kupovne
namjere potrošača prema proizvodima prirodne kozmetike i preporuka potrošača u kupnji prirodne
kozmetike. U konačnici, rezultati istraživanja mogu poslužiti internetskim trgovcima, kao i marketinškim
stručnjacima, sa svrhom prepoznavanja i boljega razumijevanja novih trendova koji se javljaju na tržištu
prirodne kozmetike.
Ključne riječi: kupovna namjera, tendencije potrošača, proizvodi prirodne kozmetike
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THE INFLUENCE OF A VISITOR’S
PERCEPTIONS OF A MUSEUM’S
WEBSITE DESIGN ON
BEHAVIOURAL INTENTIONS
Abstract
The purpose of this paper is to examine the impact of a museum’s website design on visitors’ intentions.
Three hypotheses were set which assume that the design of a museum website has a positive influence on
the intention of visitors to return to the website, to personally visit the museum, and to recommend the
website to their friends and relatives. To achieve the purpose of the research, empirical research was carried
out. The respondents evaluated the websites of 145 Croatian museums and responded to questions which
indicate their intention of revisiting the website, personally visiting the museums and recommending the
website to other people. The hypotheses are tested and confirmed using the partial least squares structural
equation modelling (PLS-SEM). This research confirmed the perception of the website design to be a significant predictor of visitors’ intentions regarding website revisits and of visiting the museums personally.
Research results have also confirmed a significant and positive impact of visitors’ assessment of a museum
website and their intentions to recommend the website to others. The results of this research contribute
to the theory and practice. Interpretation and generalization of the findings should be taken with caution
because this study used a convenient sample of university students, which does not represent the entire
population of museum website users. The research model represents a novelty in the current research
studies, since it contains a new dimension “Overall impression” which has the most effect on the positive
evaluation of the website.
Keywords: Museum marketing, web marketing, website, PLS
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1. Introduction
The goal of any museum is to preserve its collection
and modernize its presentation, in order to preserve
unique monuments and civilizational wealth for the
coming generations and, at the same time, to encourage the interest of potential visitors. According
to Kirezli (2011: 173), museums are a special form of
non-profit organizations in the service sector which
establish a linkage between nations’ cultural heritage and modern life. In addition, Pallud and Straub
(2014: 361) pointed out that these institutions qualify as experiential settings because they offer their
visitors several social and experiential benefits, such
as life enrichment, avenues for interactions, enjoyment, and learning experiences.
Over time, the role of museums has changed significantly. Nowadays, museums “serve the functions
of collection, research and exhibition, as well as
education and recreation” (Sheng, Chen, 2012: 53),
while in the past, museums were mainly focused
on their collections, hence research and exhibitions were their most important activities (Pallud,
Straub, 2014: 361). Today, museums act as specific
mediators of culture (Gajski et al., 2011: 5) constituting a part of a wider cultural and entertainment
environment, which is ruled by highly discerning
visitors who seek an immersive experience. In order to utilize their potential, museums have to act
in a way that will encourage the interest of active
and curious visitors. This has emphasized the need
to accept marketing as a survival tool and to make
it into a link between museums and visitors (Komarac, 2014: 199). By monitoring visitors’ changing
needs for high-quality cultural offerings, based on
highly set professional and scientific standards and
monitoring overall museum production, museum
marketers have to adjust the placement of cultural
products to potential customers by continuously
adapting and improving the quality of communications and public relations.
According to Kotler et al. (2008), museums should
turn to marketing in order to increase audiences,
build relationships with stakeholders, and embrace
the latest technology in communication with the
market. Powerful means to communicate with and
reach vast audiences are websites, which provide
useful services to the public by communicating museum programs, exhibitions, fees, hours, directions
and services. Nowadays, every museum should cre66

ate its own website. Namely, museums contain rich
sources of material in their collections and there is
a particular interest in making this material available to a wide audience. According to Pallas and
Economides (2008: 45), online museums are using
some tools in order to be seen not only as guardians
of information, but as part of a wider exchange. In
particular, these Internet tools, such as online seminars, online tours, chat forums, e-shops, survey/
polls, e-talks, extend the function of the museum
website so that it is not regarded only as a catalogue
of knowledge. Accordingly, most museum experts
accept the unique opportunities that websites offer for attracting people to their museums (Hume,
Mills, 2011: 276).
Although well-designed museum websites should
induce behaviour and inspire revisits and physical visits to the museums, extant research has not
documented this phenomenon at a satisfactory
level. Furthermore, a complete absence of evidence
is noticeable in the area of researching the website
visitors’ intentions to recommend the website to
other people. Recent research in professional and
scientific marketing literature has positioned the
website as a very effective means of communicating,
focusing mainly on its functional tasks. However, a
knowledge gap occurs in the absence of systematic
research of causal relationships between the museum website design, the intentions to revisit the
website and the intentions of personally visiting the
museum, while the connection between website
visits and website recommendations to other people has not been explored to any sufficient extent.
Therefore, the aim of this paper is to address the following research questions:
1. Does the museum website design encourage revisits to the website?
2. Does the museum website design encourage
physical visits to the museum?
3. How does assessment of the museum website design affect the intention of visitors to recommend
the website to their friends and relatives?
This paper is divided into five main parts. After the
introduction, the second part gives a literature review regarding the issue of web-based marketing
in a museum context as well as a systematic review
of main website features. Next, the methodology of
the primary research is explained, followed by the
results of the research. Synthesis of the results is
given in the conclusion.
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2. Literature review
For a long time museums were considered to belong
to culture in the most classic sense (Mencarelli et
al., 2010: 332), However, a gradual shift has been
made from the functional definition, where museums were object-based and focused on acquisition,
conservation, communication and exhibition of art,
to the purposive definition, which is people-based
(Rentschler, Hede, 2007: 9). The shift was supported
and promoted by the International Council of Museums (ICOM)1, which defines a museum as “a nonprofit, permanent institution in the service of society and its development, open to the public, which
acquires, conserves, researches, communicates
and exhibits the tangible and intangible heritage
of humanity and its environment for the purposes
of education, study and enjoyment” (International
Council of Museums [ICOM], 2015). Today’s museums have a tripartite role: as agents of social change,
as focal points of cultural activity, and as repositories of heritage and knowledge (Chhabra, 2010: 310313). Many museums have become places open to
a diverse audience, as they have adjusted their activities to visitors’ needs, wants and expectations
(Komarac, 2014: 211). This was done out of the need
of maintaining a competitive edge (Lin, 2009: 106),
given the increased levels of competition.
Attracting a wide audience and increasing visitation,
in addition to understanding visitor expectations,
requires the identification of possibilities, mostly
focused on the ways of presenting the exhibitions
in a more attractive way. In other words, museums
should be market-oriented and implement a marketing concept which will provide a framework for
effective communication with the environment and
for efficient information collection and processing,
in order to serve customers in the best way and to
fulfil the public interest at the same time.
Museum marketing is a dynamic and complex field,
which many museum professionals have found to
be essential for a museum’s existence. The connection between museums and marketing began in
the late 1970s (Komarac et al., 2014: 106), but the
term “museum marketing” was considered a “dirty
word” for a long time (Komarac, 2014: 203). Indeed,
what many in museums feared was that, by introducing marketing, “art would suffer in the hands of
the market” (Rentschler, Hede, 2007: 12). However,
over the past decade the term “marketing” has ac-

quired an important place in the agendas of those
who are engaged in the management of art and cultural institutions (Lagier, De Barnier, 2013: 2) so the
bond between museums and marketing is becoming stronger. According to Tobelem (1997: 341-344),
the introduction of marketing into museums can be
attributed to four factors whose relative importance
depends on the country and the nature of each institution: the growth of museums, the question of
financing, the competitive environment and the
need to know the visitors better. Implementation of
a marketing concept into museum practice will result in “the high degree of satisfaction manifested by
visitors who then become the best advocates for the
institution, spreading its reputation through word
of mouth information” (Tobelem, 1997: 344).
Marketing has gradually become an important element in attracting new visitors. Thus, contemporary museums are using promotion and different channels of communication for this purpose.
Certainly, one of these frequently used and highly
efficient communication channels is the Internet,
used by a constantly growing number and variety of
people. Therefore, most museums have established
a presence on the Internet by creating their websites. As a platform, the website is the central and
the most important part of the modern virtual environment (Dukić et al., 2013: 429). Museum websites, which Kotler (2008) highlights as a “significant
means for reaching vast audiences and which serve
to inform, educate, and encourage online visitors
to participate in museum life”, present a significant
communication tool in cultural tourism. Websites
have many advantages such as “convenience and efficiency; travellers can obtain information, compare
costs, and make reservations easily if online access
is available” (Kim et al., 2009: 53). That is the reason
why “companies are now paying close attention to
their websites, and have become aware that having a website gives them the opportunity to easily
reach potential customers, and by giving accurate
and factual information, gain the trust of customers” (Aplar et al., 2010: 32).
In the last twenty years, research and studies have
generated different approaches and models for the
assessment of the quality and efficiency of official
websites (Biloš et al., 2014: 51). Although there are
several factors affecting the development of a highquality website, the basic guidelines when structuring, designing and managing a quality website
should be the customers’ wishes and requirements

God. XXIX, BR. 1/2016. str. 65-79

67

Dina Lončarić, Marina Perišić Prodan, Ivana Ribarić:
The influence of a visitor’s perceptions of a museum’s website design on behavioural intentions

(Lončarić et al., 2010: 350). High-quality Internet
sites will attract more attention, contacts, and visits from consumers by implying that their products
are of high quality. In addition, when consumers are
satisfied with a high-quality Internet site, they are
stimulated to active and positive word-of-mouth
communication for the site (Yoo, Donthu, 2001: 32).
To fulfil this task, management and marketing personnel must determine what the customers actually
want from their visit, and then use their resources
efficiently by targeting the right market. However,
Pallas and Economides (2008: 46) find that web developments are often undertaken with limited resources in terms of time, knowledge and money and
so consequently, many museum sites lack useful features. These limiting factors result in the fact that a
large number of museum websites are created in the
form of ordinary “electronic brochures” (De Silva,
2003: 55) containing information such as: visiting
hours, entrance fees, a brief history of the museum,
upcoming exhibitions and special events, addresses
and telephone numbers, maps to the museum and
images of exhibits with a textual description. In this
summarized form, these websites do not meet the
expectations of visitors. It is obvious that the content and the way the website content is presented
affect the formation of visitors’ impressions of the
website as well as of the museum itself. That is why
a museum’s website has to be a dynamic entity in order to keep up with the evolution of technology and
attract a constantly growing number of users who
will return to the website. Consideration should be
given to a wide variety of people in order to satisfy
their expectations. Lazarinis et al. (2008: 17) point
out that well-designed and user-adaptable websites
improve business promotion as they attract more
e-visitors. Castaneda et al. (2007) also proved that
attitudes toward a website are a strong predictor of
intentions to revisit the website. One can assume
that, if the websites are well designed, have interactive elements and updated information, they will attract the interest of potential physical visitors, who
will, possibly, recommend the website to friends
and relatives.
Academic research into museum visitors, their
motivation for visiting, and their expectations and
satisfaction has been extensive, but there is insufficient evidence indicating that website content and
design have an impact on the behaviour and intentions of potential and actual visitors. Kravchyna and
Hastings (2002) investigated the moment in time
68

the user visited the website and have come up with
significant statistics. In the study sample of 124 museum website visitors, 57% users visited the website
before and after their physical visit, 23% users visited the site before their physical visit, 13% visited the
site even if they didn’t go to the museum, and only
7% visited it after their physical visit. These statistics
can be significant as they provide an indication of
visitors’ behaviour. However, the question remains
whether the museum websites encourage physical
visits to museums, taking into account the content
and the design of the websites.
If museums wish to use websites for the purpose of
cultural heritage presentation and attracting visitors, it is crucial that they focus their attention on
the availability, functionality and content of the
websites. In order to deeply understand the expectations of visitors and predict their behaviour, it is
necessary to determine the kinds of information
that visitors expect on the website, and what kind
of oversights should be avoided. Vergo et al. (2001)
give four of the biggest frustrations that users find
with museum websites: inaccessibility of the full
content of the museum, not finding the soughtfor information, inability to access the schedule,
inability to ask questions from the curators. As
preferred website content, a survey conducted by
Kravchyna and Hastings (2002: 11) revealed the
various information needs of the online visitors.
“Finding information on recent exhibitions” (68%)
proved to be the most important reason for visiting the museum website, followed by “searching
museum collections” (63%). “Information needs
over special events in the museum” (60%) took third
place in the ranking of information needs. Pallas
and Economides (2008) highlight the content of the
museum’s site, which includes all information about
its exhibits and artists, as a fundamental dimension.
Furthermore, “multilingualism, dynamic and thus
frequently updated content, e-mail communication and searching capabilities are crucial options
of websites” (Lazarinis et al., 2008: 17). For that reason, much attention should be given to the website
content so that they remain informative and visually
appealing.
Although there are several previous studies on museum websites, mostly focused on functional tasks,
(Lazarinis et al., 2008; Pallas, Economides, 2008;
Hume, Mills, 2011) and revisiting the websites
(Castaneda et al., 2007; Pallud, Straub, 2014), the
impact of website design on intended behaviour has
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not been sufficiently explored. Zhang et al. (2000)
provided an emerging theoretical framework to
distinguish between the website features that satisfy users from those features that dissatisfy users.
In their study, subjects were asked to classify certain features into satisfiers and dissatisfiers, which
showed support for the framework. Von Dran and
Zhang (2000) approached the issue from a different
angle. They applied a marketing model to the web
environment by focusing on users’ different quality
expectations. Again, the empirical data showed that
the model can be used to distinguish the features
that meet users’ basic, performance, and excitement
quality needs. Both studies imply that the specific
web domain or the purpose of a website impacts
what users think about the features as satisfiers/dissatisfiers or how they meet different quality needs.
In their further research, Zhang et al. (2000) used
an inductive thematic analysis approach to examine user perceptions of the importance of website
design features in six different website domains:
Financial, E-Commerce, Entertainment, Education,
Government, and Medical.
Figure 1 Research model

The results indicate the most important clusters
of features for each of the six domains: navigation,
completeness/comprehensiveness of information,
site technical features, currency/timeliness/update,
accuracy and readability/comprehension/clarity.
The influence of website design on user reactions
was also investigated by Flavian et al. (2006). They
studied the reactions of Internet users and found
that highly usable websites are positively related to
trust and loyalty. Schaupp et al. (2006) examined
the influence of different success measures on intentions to reuse a website. Their results indicated
that the design characteristics of a website, such as
information quality, perceived effectiveness, system
quality and social influence, significantly affect user
satisfaction with the website. Zhang et al. (2011)
showed that highly usable websites positively influence online relationship quality. More recently,
Pallud and Straub (2014: 367) also asseverated that
“well designed websites do indeed induce visitors
to return to the website and arouse their interest
to visit the museum.” In their research (2014: 362),
to assess website design, they relied on the conceptualization of usability developed by Agarwal and
Venkatesh (2002) and adapted from the Microsoft
Usability Guidelines (MUG).

Source: Authors
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This conceptualization uses five categories: content,
ease of use, promotion, made for the medium and
emotion. Furthermore, Pallud and Straub examined
a new variable that has been overlooked in many
MUG conceptualizations, namely, the aesthetics of
websites. Their research results indicated that aesthetics is the single most important variable that influences user experience. They also established that
well-designed websites induce visitors to return to
the website. However, the study did not prove that
attitudes towards websites affect the intention to
visit the museum. Following the example of Pallud
and Straub (2014) and taking into consideration the
results of other previous studies, the research model
(Figure 1) of this paper is formulated and three hypotheses are set:
H1: A positive assessment of a museums’ website
design positively affects the intention of visitors to
return to the website.
H2: A positive assessment of a museums’ website
design positively affects the intention of visitors to
personally visit the museum.
H3: A positive assessment of a museums’ website
design positively affects the intention of visitors to
recommend the website to friends and relatives.
The central part of the model represents the construct of “Website design evaluation”, which is
presented as a second-order construct, while the
first-order construct consists of four dimensions.
Apart from “the content,” “made for the medium”
and “aesthetics” as significant criteria for website
design evaluation (Pallud, Straub, 2014), the model
of this research contains a new dimension, “overall impression” which encompasses two variables
(promotion and ease of use) identified in previous
research (Pallud, Straub, 2014) and one new variable, relating to the website experience. The model
also contains three dependent variables: “Intention
toward website”, “Intention toward museum” and
“Intention toward recommendation”. The following
section describes the methods applied in the paper.

3. Methodology
The object of analysis were museums listed in the
official list of museums, galleries and collections in
Croatia (Museum Documentation Centre)2. Out of
217 museums, galleries and collections only 145
(66.8%) were relevant for this research. These are
70

museums that have their own websites.
The survey method was applied to answer the research questions and a questionnaire was designed
to gather empirical data. While there are numerous
previous studies on museum website evaluation
(Olsina Santos, 1999; Pallas, Economides, 2008; De
Silva, 2003), there is no comprehensive mechanism
for systematically assessing all components of a
museum’s website (Pallas, Economides, 2008: 46).
In this paper the respondents’ opinions about the
features of a museum website were examined according to previous research (Agarwal, Venkatesh,
2002; Pallud, Straub, 2014). The respondents were
offered eleven items that refer to the following dimensions: “Content” (items 1−3), “Made for the
media” (items 4−6), “Aesthetics” (items 7 and 8),
“Website experience” (item 9 - new variable), “Ease
of use” (item 10) and “Promotion” (item 11). Given
that the dimensions of “Website experience”, “Ease
of use” and “Promotion” were measured using only
one variable, these statements were combined to
form the single dimension “Overall impression”.
Besides that, respondents were offered three statements referring to the intention of their behaviour
(items 11−13). Constructs and measurement items
are shown in Table 1. Respondents evaluated their
agreement with statements on a five-point Likerttype scale, ranging from 1 “strongly disagree” to 5
“strongly agree”.
The research was performed in May 2014. The respondents were university students enrolled in the
second year of the ‘Marketing’ curriculum and possessing excellent Internet usage skills. Females accounted for one-third of the total number of students. Although the sample is not representative,
this sampling frame can be considered as relevant
because museums are targeting young people to
broaden their audience (Pallud, Straub, 2014; Kotler, 2001). Besides that, online customers are younger and better educated than other customers, which
makes student samples closer to the target population (McKnight et al., 2002). Each student was assigned a museum and asked to assess the museum’s
website and to respond to questions aimed at evaluating website design and determining behavioural
intentions. Students evaluated the websites of all
145 museums and responded to questions which
related to the website features and their intention of
revisiting the website, personally visiting the museum and recommending the website to their friends
and relatives.
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The hypotheses formulated were tested using the
Partial Least Squares Structural Equations Modelling (PLS-SEM) method. PLS-SEM is effective when
working with small samples, with data that deviates from normal distribution, or “when the goal is
predicting key target constructs or identifying key
‘driver’ constructs” (Hair et al., 2014: 19). Because
PLS-Path Modelling has also been described as an
important research tool in social sciences, especially for satisfaction studies (Mateos-Aparicio, 2011),
and appropriate when handling formative measures
and single-item constructs (Hair et al., 2014: 15),
we assessed the method as being applicable to this
paper. Results of the research are presented below.
CONSTRUCTS

CONTENT

MADE-FOR-THEMEDIA

AESTHETICS

4. Research results
4.1 Results of descriptive statistics
Descriptive statistics were computed using IBM
SPSS Statistics 23, while the other data analyses
were performed with Smart PLS 2.0. The results of
the descriptive statistics are shown in Table 1.
The descriptive analysis results of the perception of
the Croatian museum websites are disappointing.
Out of the eleven characteristics, seven were rated
below average (the average value is less than three).
Table 1 Constructs, measurement items and
results of descriptive analysis (N=145)

ITEMS

CODE

MEAN

SD

1. The website offers content that is relevant to
the core audience.

WEB1

3.49

1.015

2. The website uses media appropriately and
effectively to communicate the content.

WEB2

2.86

1.176

3. The website provides current and timely
information.

WEB3

3.63

1.135

4. The website offers you the opportunity to be a
part of an online group or community.

WEB4

2.34

1.216

5. The website can treat you as a unique person
and respond to your specific needs.

WEB5

2.75

1.134

6. The website reflects the most current trend(s)
and provides the most current information.

WEB6

2.69

1.211

7. I find that the design of the website looks
pleasant.

WEB7

3.11

1.167

8. I find the design of the website to be creative.

WEB8

2.82

1.229

9. The website provides a unique experience.

WEB9

2,41

1.127

10. The website is well structured and organized.

WEB10

3.19

1.282

11. If I saw an advertisement of this website
on the Internet or other related media (e.g.
newspaper, TV), I would be stimulated to go to
this website.

WEB11

2.58

1.194

INTENTION TOWARD
WEBSITE

12. Given the chance, I intend to return to the
website of this museum.

ITW1

1.82

1.005

INTENTION TOWARD
MUSEUM

13. Given the opportunity, I intend to visit the
physical museum.

ITM1

2.59

1.228

INTENTION TOWARD
RECOMMENDATION
TO FRIENDS

14. I liked the museum’s website so much that I
will share my experience with friends and family.

ITR1

1.77

0.943

OVERALL IMPRESSION

Source: Authors

God. XXIX, BR. 1/2016. str. 65-79

71

Dina Lončarić, Marina Perišić Prodan, Ivana Ribarić:
The influence of a visitor’s perceptions of a museum’s website design on behavioural intentions

The opportunity to be a part of an online group or
community received the lowest average score of
2.34 (SD=1.216). The item “The website provides
current and timely information” achieved the highest average value (M=3.63, SD=1.135). Respondents believe that websites offer content that is relevant to the core audience (M=3.63, SD=1.015) but
they are not creative (M=2.82, SD=1.229). Therefore, it is not surprising that the respondents gave
extremely low ratings to the intentions to return
to the website of the museum (M=1.82, SD=1.005)
and to recommend the website to friends and
family (M=1.77, SD=0.943). They are slightly more
optimistic in expressing their intention to visit the
museums in spite of their bad websites (M=2.59,
SD=1.228).

4.2 Hypotheses testing
The second part of analysis involved hypotheses
testing. The hypotheses were tested using the Partial Least Squares Structural Equations Modelling
(PLS-SEM) method. Data analysis was performed

with SmartPLS 2.0 which can easily handle reflective and formative measurement models and singleitem constructs (Hair et al., 2014: 15). An evaluation of PLS-SEM results includes an evaluation of
the measurement model followed by an evaluation
of the structural model.
The measurement model specifies the relationship between constructs and measures (Diamantopoulos et al., 2008). There are two types of measurement models: reflective and formative. Since a
reflective measure dictates that all indicator items
are caused by the same construct, formative measurement models are based on the assumption that
the indicators cause the construct (Hair et al.,
2014: 43). Diamantopoulos and Winklhofer (2001)
highlighted several characteristics of the formative
measurement models that distinguish them from
the reflective measurement model: 1) the indicators
characterize a set of distinct causes which are not
interchangeable as each indicator captures a specific aspect of the construct’s domain;
Figure 2 PLS-SEM model with indicator weights
and structural coefficients

Source: Authors
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Table 2 VIFs, weights, t values and loadings of the first-order formative indicators
INDICATORS

VIF

WEIGHT

T VALUE

LOADING

WEB1

2.094

0.321

4.118

0.703

WEB2

2.538

0.391

5.663

0.723

WEB3

2.718

0.457

6.148

0.788

WEB4

2.036

0.169

2.892

0.645

WEB5

2.235

0.433

6.285

0.779

WEB6

2.945

0.554

8.610

0.830

WEB7

3.967

0.652

7.436

0.813

WEB8

2.962

0.405

4.358

0.767

WEB9

3.289

0.489

12.315

0.839

WEB10

3.322

0.453

10.167

0.827

WEB11

2.355

0.194

4.705

0.774

Source: Authors
2) formative indicators might correlate positively
or negatively or lack any correlation; 3) formative
indicators have no individual measurement error
terms, that is, they are assumed to be error-free;
4) a formative measurement model, in isolation,
is under-identified and, therefore, cannot be estimated. Since the items determine the content of the
construct and represent different dimensions of the
formative construct, they cannot be deleted without
theoretical justification (Petter, et al., 2007). Given
that the museum website designs in this study were
evaluated based on statements relating to various
website features, the measurement model is considered to be formative.
In many studies, constructs are often conceptualized and subsequently operationalized as multidimensional entities. In this case, it is necessary to
distinguish between (at least) two levels of analysis, that is, one level relating manifest indicators to
(first-order) dimensions, and a second level relating
the individual dimensions to the (second-order)
latent construct (Diamantopoulos et al., 2008). As
illustrated by the conceptual model (Figure 1), the
central part of model consists of the latent construct “Website design evaluation” (WEBEV). We
conceptualize it as a second-order factor with four
first-order formative dimensions: content, madefor-the-media, aesthetics and overall experience. In
addition, the other three constructs (ITW, ITM and
ITR) have only one indicator which is acceptable
for PLS-SEM (Hair et al., 2014: 15). The PLS path
model is displayed in Figure 2.

Different statistical tests can be performed to decide whether an indicator should be included in the
formative construct or not, including convergent
validity, assessing the degree of multicollinearity
and assessing indicators’ weights as well as loadings (Diamantopoulos et al., 2008; Hair et al., 2014,
Rabaa’i, Gable, 2012). The results of the performed
analysis are presented in Table 2.
“Convergent validity detects if the measures for
a construct are more correlated with one another
than with measures of another construct” (Petter
et al., 2007: 641). All variables used in this research
significantly correlate with their corresponding construct which is a sufficient condition for convergent
validity (Pallud, Straub, 2014). To examine the collinearity between indicators we used the variance
inflation factor (VIF) statistics. It is obvious that
multicollinearity is not a concern since all VIFs are
lower than 5 (Hair et al., 2014: 132). To assess the
formative indicators’ weights, a bootstrap analysis
was performed with 5000 subsamples. It is shown
that all t values are above 2.57, which indicates the
significance of their weights (p < .01). These results
give support for retaining all indicators.
Following the repeated indicators approach (Hair
et al., 2014: 230-231) the second-order construct
was formulated. As seen in Figure 2, paths to the
second-order construct (WEBEV) represent the
contribution of the first-order constructs. Table 3
represents the results of the second-order formative
model evaluation.
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Table 3 VIFs, path coefficients, t values and loadings of the second-order formative indicators
WEBSITE
DESIGN EVALUATION INDICATORS

PATH
COEFFICIENT

VIF

T VALUE

LOADING

CONTENT
(CONTENT)

2.760

0.275

18.535

0.869

MADE-FOR-THEMEDIA (MEDIA)

3.106

0.284

18.010

0.906

AESTHETICS
(AEST)

2.562

0.207

13.771

0.840

OVERALL
IMPRESSION
(IMPRES)

3.804

0.348

22.125

0.935

Source: Authors
It is shown that all second-order formative indicators have significant (p<0.01) path weights. Also,
second-order formative indicators show high
loadings (zero-order bivariate correlations) on the
website design evaluation construct. The dimension “Overall impression” (IMPRES) (path coefficient=0.348, t=22.125) has the greatest effect on
website design evaluation as a second-order formative construct, while the dimension “Aesthetics”
(AEST) (path coefficient=0.207, t=13.771) has the
least effect.
After evaluation of the first- and second-order
measurement models we assessed the structural
model. Evaluation of the structural model includes
size and significance of path coefficients and calculation of coefficient of determination (R2). The assessment of the structural model starts with path
coefficient estimate followed by the bootstrapping
routine. The results are shown in Table 4.

As can be seen, all relationships are statistically significant. In relation to hypothesis H1, the results
show that WEBEV significantly and positively influences ITW (path coefficient=0.643, t=15.368,
p<0.001). This finding supports H1. Further,
WEBEV positively influences ITM (path coefficient=0.560, t=10.481, p<0.001) which confirms H2.
Also, WEBEV significantly and positively influences
ITR (path coefficient=0.604, t=13.087, p<0.001)
which supports H3. Additionally, we examined the
R2 values of the endogenous latent variable. The obtained value of ITW (0.414), ITM (0.314) and ITR
(0.365) can be considered close to moderate (Hair et
al., 2014: 175). Therefore, one can conclude that the
perception of the website characteristics has a significant impact on the respondents’ intention to revisit the websites and to visit the existing museum,
with the possibility of recommending the website to
friends and family.

Table 4 Significance testing of the structural model path coefficients
PATH

PATH
COEFFICIENT

T VALUE

P VALUE

HYPOTHESIS

WEBEV  ITW

0.643

15.368

0.000*

Supported

WEBEV  ITM

0.560

10.481

0.000*

Supported

WEBEV  ITR

0.604

13.087

0.000*

Supported

* p<0.01
Source: Authors
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5. Discussion and conclusion
The aim of this study was to establish the relationship between the perception of the website design
and intention to revisit the website and to visit the
museums personally. The causal link between the
assessment of website design and intention of visitors to recommend the website to friends and relatives was also investigated at the same time.
The results of the empirical research show an unsatisfactory level of web marketing implementation
in Croatian museums. Respondents who evaluated websites expressed their perception of the
website characteristics and gave them very low
ratings. Although they consider that the websites
offer content that is relevant to the core audience
and provide current and timely information, they
find them uncreative. In particular, one can point
out that the websites are not interactive and do not
offer opportunities for online society inclusion to
visitors. This is a result of poor implementation of
social networks. Prior research also showed that
visitors would welcome the ability to interact with a
museum’s site (Pallas, Economides, 2008). Not surprisingly, the respondents do not want to re-review
the website but are a little bit more optimistic in
expressing their intention to visit the museum personally.
This study has found that overall impression of users about a website has the most effect on the positive evaluation of the website, which is an important
conclusion of this paper. Unlike the reference study
by Pallud and Straub (2014), aesthetics had the least
influence on website evaluation. Furthermore, this
research confirmed the perception of the website
design to be a significant predictor of museum
website revisits (H1). This is in accordance with the
findings in a prior study carried out by Pallud and
Straub (2014) who found out that a well-designed
website induces visitors to return to the website and
arouses their interest to visit the museum. Also, the
research confirmed the perception of the website
characteristics to be a significant predictor of visiting the museum personally (H2). This is a significant
finding which proves that new technologies are important for museum practice and that websites are
an essential tool for attracting new visitors, especially young people who are familiar with new technologies. However, this finding is opposite to what
was found in a recent study by Pallud and Straub

(2014) who showed that attitudes toward the website did not influence intention to visit the physical
museum but was mediated by intentions to visit
the website. Hence, further research on this topic
is required. Research results have also confirmed a
significant and positive impact of visitors’ assessment of the museum website and their intention to
recommend the website to other people (H3). This
is a significant contribution of this study, taking into
account the lack of evidence in the research of this
phenomenon. However, more thorough research
should be conducted on this topic.
This study clearly indicates that Croatian museums
have not made use of all the possibilities for the application of web marketing in contemporary circumstances when social contacts are moved to the
virtual world. The question is, why this is so? One
can only assume that the museum managers are not
aware of the importance of marketing in museums
and of implementing new technologies in museum
practice. However, previous research conducted in
Croatia showed that marketing is positively perceived among museum marketing managers and
museum directors, despite their view according to
which marketing is not always applicable in museums (Komarac et al., 2014; Komarac, 2014). Therefore, the answer to this question may be found in
one of the future studies.
The limitation of this study is seen in the fact that it
was conducted on a non-representative sample and,
therefore, the results of the study cannot be generalized. The websites were evaluated by students who
may have slightly different criteria than other audiences (such as children or the elderly who do not
review websites before deciding to visit museums).
However, if we take into account the fact that in the
future the target audience will be the current generation of young people, museums must be prepared
for a future that is already here. Therefore, this study
provides museum managers with a basis for a better understanding of consumer behaviour and the
role of web marketing in contemporary museum
practice.
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Utjecaj percepcije dizajna mrežnog sjedišta muzeja
na namjere ponašanja posjetitelja
Sažetak
Ovim radom nastoji se istražiti utjecaj percepcije dizajna mrežnoga sjedišta muzeja na namjere ponašanja
posjetitelja. Postavljene su tri hipoteze koje pretpostavljaju da dizajn mrežnog sjedišta muzeja utječe na
namjere ponovnoga posjeta mrežnom sjedištu, na namjere osobnoga posjeta muzeja te na namjere preporuke mrežnog sjedišta prijateljima i rodbini. U cilju dokazivanja postavljenih hipoteza provedeno je empirijsko istraživanje. Ispitanici su ocjenjivali mrežna sjedišta 145 muzeja u Hrvatskoj i odgovorili na pitanja
koja ukazuju na njihovu namjeru ponovnoga posjeta mrežnom sjedištu, osobnog posjeta muzeju, te preporuke mrežnog sjedišta drugima. Hipoteze su testirane i potvrđene primjenom strukturalnog modeliranja
pomoću parcijalne regresije metodom najmanjih kvadrata (PLS-SEM). Potvrđeno je da je percepcija dizajna mrežnog sjedišta značajan prediktor ponašanja posjetitelja u pogledu ponovnoga posjeta mrežnoj
stranici te osobnoga posjeta muzeju. Rezultati istraživanja također su potvrdili značajan i pozitivan utjecaj
procjene mrežnog sjedišta na namjeru preporuke mrežnog sjedišta drugima. Interpretacija i generalizacija
rezultata treba biti uzeta u obzir s oprezom jer je istraživanje provedeno na prigodnom uzorku sveučilišnih
studenata koji ne predstavljaju cjelokupnu populaciju korisnika mrežne stranica muzeja. Istraživački model
predstavlja novost u dosadašnjim istraživačkim studijama, budući da sadrži novu dimenziju „Opći dojam“
koja ima najveći utjecaj na pozitivnu evaluaciju mrežnog sjedišta.
Ključne riječi: marketing muzeja, mrežni marketing, mrežno sjedište, PLS
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MODELING EXCHANGE RATE
VOLATILITIES IN CROATIA
Abstract
Modeling and forecasting exchange rate volatility has important implications in a range of areas in macroeconomics and finance. A number of models have been developed in empirical finance literature to investigate this volatility across different regions and countries. Well known and frequently applied models
to estimate exchange rate volatility are the autoregressive conditional heteroscedastic (ARCH) model advanced by Engle (1982) and the generalized (GARCH) model developed independently by Bollerslev (1986)
and Taylor (1986). This paper examines the performance of several ARCH models for the EUR and USD
against the HRK on daily data sets within the time period from 1997 to 2015. Evaluating the models through
standard information criteria showed that the GARCH (2,1) is the best fitted model for the EUR/HRK and
the GARCH (1,1) for the USD/HRK daily return volatility. In accordance to the estimated models there is
no empirical evidence that negative and positive shocks imply a different next period volatility of the daily
EUR/HRK as well as the USD/HRK exchange rate return.
Keywords: GARCH model, heteroscedasticity, exchange rate volatility, Croatia

1. Introduction
There has been an extensive debate about the topic
of exchange rate volatility and its potential influence
on welfare, inflation, international trade and degree
of external sector competitiveness of the economy
and also its role in security valuation, investment
analysis, profitability and risk management etc. It is
argued that there is a positive impact of exchange
rate stability on economic growth as exchange rate
stability contributes to more trade, capital inflows
and macroeconomic stability (Schnabl, 2008).
Schnabl (2008) confirmed this through panel esti-

mations on the impact of the exchange rate volatility on economic growth in 41 EMU periphery
countries. He found a robust negative relationship
between the exchange rate volatility and economic
growth. Concerning the impact of the exchange rate
volatility on trade, for a long time it has been in the
center of debate on the optimality of the choice of
exchange rate regimes. Proponents of fixed rates
argue that since the establishment of the floating
regime, exchange rates have become volatile. With
the move to a flexible exchange rate system in 1973,
nominal exchange rate volatility has exhibited remarkable persistence (Vilasuso, 2002). Exchange
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rate deters industries from engaging in international trade and compromises progress in trade negotiations (Côté, 1994). Proponents of flexible exchange
rate regimes argue that exchange rates are mainly
driven by fundamentals and those changes in fundamentals would require similar, but more abrupt
movements in fixed parities (Côté, 1994). A flexible
exchange rate need not be an instable exchange rate
and if this is the case it is primarily due to underlying
instability in the economic conditions (Friedman,
1953). The exchange rate instability is a manifestation of economic instability and underlying systematic volatility cannot be reduced by the regime,
only channeled to one locus or another (Flood and
Rose, 1999). It is hard to believe that the post-1973
floating era has been so much more volatile from
a macroeconomic perspective than the pre-1973
fixed period. In the approximations, countries with
fixed exchange rates have less volatile exchange
rates than floating countries but macroeconomics
that are equally volatile (Flood and Rose, 1999). According to Borghuis and Kuijs (2004) who analyzed
the role of the exchange rate for the Czech Republic, Hungary, Poland, Slovakia and Slovenia, the
exchange rate in the aforementioned countries has
served as much or more as an unhelpful propagator
of monetary and financial shocks than as a useful
absorber of real shocks. Countries with more stable
rates suffer the greatest reduction in the transaction
value of the domestic currency when their exchange
rates vary, due to their small size and dependence
on trade (Bayoumi and Eichengreen, 1998).
To our best knowledge the EUR/HRK and the USD/
HRK exchange rate behavior pattern has not been
the subject of previous research using GARCH
models. Conclusively, the main aim of this paper
is to determine the EUR/HRK as well as the USD/
HRK exchange rate behavior pattern using GARCH
models and make the comparison between them.
So, the research hypothesis states: the EUR/HRK
and the USD/HRK exchange rate volatilities can be
determined using GARCH models.
The rest of the paper is organized as follows: section
2 briefly summarizes existing literature on the modeling of exchange rate volatilities. Section 3 provides
relevant facts on the exchange rate in Croatia and
its fluctuation constraints. Section 4 shows the research data, while Section 5 the methodology. Section 6 gives the empirical results and discussion.
The final section provides an overview of the main
findings of the research.
82

2. Brief exchange rate volatilities modeling
literature overview
Generalized Autoregressive Conditional Heteroskedastic (GARCH) models have become important in the analysis and forecast of volatility in financial time series. The number of GARCH models
is extremely large, but the most influential models
were the first. Engle (1982) introduced the ARCH
model. The main purpose of the autoregressive
conditional heteroscedasticity (ARCH) model is
to estimate the conditional variance of a time series. Engle described the conditional variance by a
simple quadratic function of its lagged values. The
phenomenon of leptokurtosis in exchange rates
changes that have been documented by a number
of studies and ARCH effects are consistent with the
phenomenon of leptokurtosis (McFarland, 1982).
Bollerslev (1986) extended the basic ARCH model
and described the conditional variance by its own
lagged values and the square of the lagged values
of the innovations or shocks. Nelson (1991) formulated the Exponential GARCH (EGARCH) model
by extending the GARCH model to capture news
in the form of leverage effects. Afterwards, the
GARCH model extension was developed to test for
this asymmetric news impact (Glosten et al., 1993;
Zakoian, 1994). Ding et al. (1993) extensions nest
a number of models from the ARCH family. Hsieh
(1989) proved on the daily data sample during a
10-year period (1974 – 1983) for five countries in
comparison to the US dollar, that these two models,
the ARCH and GARCH models were capable to remove all heteroscedasticity in price changes. It was
also proved that the standardized residuals from
each of the ARCH and GARCH models using the
standard normal density were highly leptokurtic,
and the standard GARCH (1, 1) and EGACH (1, 1)
were found to be efficient for removing conditional
heteroscedasticity from daily exchange rate movements. Olowe (2009) modeled volatility of Naira/
US Dollar exchange rates on a sample of monthly
data from 1970 to 2007. Six different GARCH models were tested. The paper concluded that the best
fitted models are the Asymmetric Power ARCH
and the Threshold Symmetric GARCH. Marreh
et al. (2014) modeled the Euro/GMD and USD/
GMD daily returns on a sample period from 2003
to 2013. Based on Akaike information criteria authors found the ARMA (1, 1) – GARCH (1, 1) and
the ARMA (2, 1) – GARCH (1, 1) the best fitting

God. XXIX, BR. 1/2016. str. 81-94

UDK: 336.748(497.5) / Preliminary communication

models. The GARCH (1, 1) is found to be the most
frequently used model in describing volatility in the
literature as well as in market analyses (Berüment
and Günay, 2003; Oduncu, 2011). Ngowani (2012)
using daily exchange rate data from 2009 to 2011
found GARCH (1, 1) the best fitted model explaining the USD/RMB exchange rate volatility. Ullah
et al. (2012) found GARCH (1, 1) as the best fitted
model describing the Rupee behavior pattern. On a
data sample from 1978 to 2009, Arabi (2012) modeled the Sudanese pound daily exchange rate volatility and found EGARCH (1, 1) to be the best fitted
model indicating the existence of the leverage effect.
Çağlayan et al. (2013) found EGARCH as the best
forecasting model for Mexico. As discussed earlier,
many researchers have used the ARCH and GARCH
models to study high-frequency time series of foreign exchange rates as they usually provide a better
fit compared to other constant variance models. In
line with previous researches, selection of an appropriate model is the key instrument to determine the
EUR/HRK as well as the USD/HRK exchange rate
pattern behavior.

Figure 1 The EUR/HRK and the USD/HRK
exchange rate movements from January 1997 to
September 2015

3. Exchange rate in Croatia and its fluctuation
constraints
Even though the exchange rate is an important topic especially for small open economies like Croatia
and there has been an extensive debate about the
exchange rate adequacy, the literature on the EUR/
HRK as well as on the USD/HRK exchange rate is
relatively scarce. Due to the high degree of openness
in the Croatian economy and the relatively high external debt position, at first level rank, the exchange
rate pattern behavior becomes more and more important. Furthermore, the exchange rate volatility
topic is of extreme importance in Croatia since the
majority of the bank placements are indexed to foreign currency, mainly to the EUR. In order to meet
its primary objective and maintain stable prices, the
Croatian National Bank keeps the EUR/HRK exchange rate stability (Palić et al., 2014; Mance et al.,
2015). Figure 1 shows the EUR/HRK and the USD/
HRK Croatian National Bank midpoint exchange
rate movements from January 1997 to September
2015.
As can be seen in Figure 1, the EUR/HRK exchange
rate movements range is much tighter in comparison to the USD/HRK movements range.

Source: Authors
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In accordance to Lang (2005), exchange rate volatility is the main driving force of Croatian foreign
exchange intervention while the exchange rate
level turns out to be insignificant. According to
Chmelarova and Schnabl (2006), Croatian foreign
exchange intervention manages both day-to-day
exchange rate volatilities as well as exchange rate
levels. Furthermore, the authors concluded that the
pattern of foreign exchange intervention for Croatia confirms a fear of depreciation (with respect to
balance sheet effects of the banking sector) more
than a fear of appreciation (with respect to export
competitiveness). Following the previous research
results and empirical data on exchange rate movements, the EUR/HRK exchange rate might be
strictly controlled by the Croatian National Bank.
Since the Croatian National Bank cannot control
the USD/HRK exchange rate at the same time, it’s
interesting to compare the EUR/HRK and the USD/
HRK volatilities pattern.

4. Research data

Table 1 Descriptive statistics for the daily
exchange rates return of the EUR and the USD
versus the HRK
Variable

rt-EUR

rt-USD

Mean

2.34E-05

4.36E-05

Median

1.44E-05

-7.19E-05

Maximum

0.010004

0.035861

Minimum

-0.008836

-0.035029

Std. Dev

0.001345

0.006620

Skewness

0.081265

0.018182

Kurtosis

6.346057

4.453776

Jarque-Bera

2199.145

414.4102

Probability

0.000000

0.000000

4703

4703

Number of observations

Financial time series often exhibit volatility clustering, meaning that high volatility periods tend to be
followed by high volatility periods and low volatility
periods tend to be followed by low volatility periods.
In that case, a strong autocorrelation in squared returns or autoregressive conditional heteroscedasticity is present. As a consequence, the least squares
estimators are still unbiased but inefficient. The estimates of the variances are biased, thus invalidating
the tests of significance, and the obtained results are
dubious (see for example Erjavec and Cota, 2007).
In order to resolve the problem and obtain estimator efficiency, as a method of estimation several
ARCH type models has been employed. As in most
empirical finance literature, the variable to be modeled is the daily exchange rate return which is the
first difference of the natural logarithm of the exchange rate and is given by the following equation:

				(1)
Where rt is the daily exchange rate return and St and
St-1 denote the Croatian National Bank (CNB) midpoint exchange rate of the EUR versus the HRK and
the USD versus the HRK at the current day and pre84

vious day, respectively. The data span from 1st January 1997 to 30th September 2015 is used as a data
sample for modeling the daily exchange rate return.
Table 1 shows the descriptive statistics for the observed variables.

Source: Authors’ calculation
A key feature of exchange rate returns is that the
distribution of returns is fat tailed. That is, the probability density function of exchange rate returns appears to be leptokurtic, so it is more peaked at the
center and has fatter tails compared to that of the
normal distribution. Numerically, the kurtosis coefficient is found to be greater than 3, which characterizes kurtosis of a normally distributed random
variable. In addition, exchange rate returns tend to
be slightly skewed either to the left or to the right
which is not consistent with returns being normally
distributed. The positive value of skewness indicates
that data are skewed to the right referring to a depreciation of the currency (HRK). As can be seen
in Table 1, the exchange rate returns series (rt) exhibits significant values of skewness and kurtosis,
and therefore normality assumptions are not met.
In accordance to abovementioned alternative, distributions have to be used as a basis for modeling
exchange rate returns, such as the Student-t or Generalized Error distribution (GED) rather than the
normal distribution which takes into account the
phenomenon of leptokurtosis and skewness in the
probability density function.
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5. Methodology

(4)

Since time series are being modeled, stationarity
properties of the observed time series needs to be
checked first. In order to test stationarity properties of the observed time series an augmented
Dickey–Fuller test (ADF) for a unit root in a time
series sample is performed. Afterwards, using the
ordinary least squares method (OLS) as an estimator, the foreign exchange rate moving pattern is estimated. The foreign exchange rate moving pattern
might be an autoregressive (AR) process, moving
average (MA) process or a combination of AR and
MA processes i.e. (ARMA) process. For the purposes of this study the mean equation is modified to include appropriate AR and MA terms to control for
autocorrelation in the data. For example, in ARMA
(1, 1) process pattern would be:
		

The specification of this model is consistent with
the volatility clustering often seen in financial returns data, where large changes in returns are likely
to be followed by large changes and small changes
are likely to be followed by small changes. It is often observed in financial markets research that a
downward price movement in the market will generate a higher volatility response than an equivalent
upward movement. This is described as the asymmetric news impact. The TARCH specification by
Glosten, Jaganathan and Runkle (1993), as well as
Zakoian (1994), is used to test for this asymmetric
news impact. The occurrence of an extremely short
period of spikes followed by periods of relative calm
is a well-known property of financial time series.
The TARCH specification for the conditional variance is:

(2)
where Y is a time series being modeled.

(5)

In accordance with autocorrelation and partial correlation within correlogram for each time series, a
process pattern is assumed and the process pattern
assumption for each time series is verified through
diagnostic checking. Based on heteroscedasticity
test results on residuals for each of the estimated
foreign exchange rate moving patterns, further
steps are performed. Heteroscedasticity of residuals
in the estimated foreign exchange rate moving pattern is tested through the ARCH test i.e. Lagrange
multiplier test to assess the significance of ARCH
effects. If the ARCH effect is significant, several
ARCH based models will be tested and compared.
Based on the results, the tested models are specified. The GARCH (1, 1) conditional variance equation is given by equation (3):
(3)
where ω is a constant term, the ARCH term ε t-1 is
given as the first leg of the squared residual from the
mean equation and represents news about the volatility from the previous period, and the GARCH
term σ2t-1 represents last period’s forecast variance.
The ARCH (1) conditional variance equation contains no GARCH term. The ARCH (1) is given by
equation (4):
2

The model is based on the assumption that unexpected changes in the exchange rate returns expressed in terms of εt , have different effects on
the conditional variance of exchange rate returns.
So, the basic GARCH model of equation (3) is extended to include a threshold term γ·ε2t-1·dt-1. In this
model, dt=1 if εt<0 and 0 otherwise. In this model,
an upward spike means εt<0 has an impact of α and
downward or negative news εt<0 has an impact of
α+γ. If γ >0, a negative news increases volatility and
a leverage effect is present. If γ≠0, the impact of
news on the series returns is asymmetric. The asymmetric volatility response noted by Higgs and Worthington (2005) indicates that volatility tends to rise
in response to positive spikes and fall in response
to negative spikes, which is an asymmetry that runs
counter to the effects generally observed in financial
markets. The Exponential GARCH (EGARCH) introduced by Nelson (1991) specifies the conditional
variance in logarithmic form:
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The left-hand side is the log of the conditional variance, implying that any leverage effects are exponential and that forecasts of conditional variance
are guaranteed to be non-negative. The form of the
equation indicates that conditional variance is an
exponential function of the variables under analysis,
which ensures its positive character. In interpreting
the model, the impact is asymmetric if γk ≠0 and
the presence of leverage effects is indicated by γk<0.
The exponential form of EGARCH ensures that external unexpected shocks will have a stronger influence on the predicted volatility than in TARCH. The
Power-ARCH (PARCH) specification introduced by
Ding et al. (1993) generalizes the transformation of
the error term in the models. The PARCH specification is given by equation (7):

(7)
The power parameter, δ, in this model is not imposed but estimated, and a threshold parameter, γ,
is included to capture for asymmetry. The Bollerslev
(1986) model sets δ=2, γ=0, and the Taylor (1986)
model sets δ=1and γ=0. Empirical literature shows
that the power term is sample dependent and in
case of stock data often amounts to near unity (Ding
et al., 1993), while in case of foreign exchange data
often amounts between unity and two (Mitchell and
McKenzie, 2008). In terms of criteria for selecting
the best model, the Akaike information criterion
(AIC) and Schwarz Criterion (SC) are estimated
and compared for all the specified volatility models.

Variable

p - value

rt-EUR

around zero

0.00

rt-USD

around zero

0.00

Source: Authors’ calculation
autocorrelation values that are different from zero.
In regards to autocorrelation and partial autocorrelation, the following assumptions are made:
• the daily USD/HRK exchange rate return time series (rt-USD) can be modeled as an AR (1) process
since the values of the autocorrelations decrease
but never nullify and at the same time the partial
autocorrelation is relevant for the first and second term.
• the daily EUR/HRK exchange rate return time series (rt-EUR) can be modeled as an AR (3) process
since the values of the autocorrelations decrease
but never nullify and at the same time the partial
autocorrelation is relevant for first, second and
third term.
According to the above-stated assumptions, the
USD/HRK and the EUR/HRK daily return exchange
rate mean equations are estimated. After removing non-significant components of the model, the
estimated daily exchange rate return models for the
USD/HRK and the EUR/HRK are presented in Table 3 and Table 4.
Table 3 shows estimation results for the USD/HRK
daily exchange rate return model (mean equation).

6. Empirical results and discussion
In accordance with the Augmented Dickey–Fuller
test results shown in Table 2, one can conclude that
the daily exchange rate return of the EUR versus the
HRK as well as the USD versus the HRK is a stationary time series around zero.
The existence of the degree of autocorrelation and
the partial autocorrelation between the data considered and the results of the Ljung-Box Q test
performed on the squared residuals were verified. Because of the p-value (all zero), the hypothesis of zero correlation between the data series
was rejected, which is also demonstrated by the
86

Table 2 Augmented Dickey–Fuller test (ADF) on
the observed time series

Table 3 Estimation results for AR (1) daily
exchange rate return of the USD versus the HRK
(mean equation)
Variable
AR(1)

Coefficient
-0.030004

Prob.
0.0396

Source: Authors’ calculation
Afterwards, the diagnostic checking results using
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the Breusch-Godfrey Serial Correlation LM Test
and correlogram show no serial correlation among
residuals in the estimated model in Table 3 and significant ARCH effects (p-value amounts 0.00).
Table 4 shows estimation results for the EUR/HRK
daily exchange rate return model (mean equation).
Table 4 Estimation results for AR (3) daily
exchange rate return of the EUR versus the HRK
(mean equation)
Variable

Coefficient

Prob.

AR(2)

0.242479

0.0000

AR(3)

0.092783

0.0000

Source: Authors’ calculation

The diagnostic checking results using the BreuschGodfrey Serial Correlation LM Test and correlogram show no serial correlation among residuals in
the estimated mean equation model in Table 4 but
the ARCH effect in residuals of mean equation is
significant (p-value amounts 0.00). Since the ARCH
effect is significant, ARCH family models can be estimated. Table 5 shows mean and variance equations estimates for the EUR/HRK exchange rate
return using Student t distribution. Table 6 shows
mean and variance equation estimates for the EUR/
HRK exchange rate return using Generalized Error Distribution. Table 7 shows mean and variance
equations estimates for the USD/HRK exchange
rate return using Student t distribution. Table 8
shows mean and variance equation estimates for the
USD/HRK exchange rate return using Generalized
Error Distribution.

Table 5 Mean and variance equation estimates for the EUR/HRK exchange rate return using Student t
distribution
Parameter
AR(2)
AR(3)

ω
α1

ARCH (1)

ARCH (2)

GARCH (2,1)

TARCH

EGARCH

0.220930

0.217083

0.212264

0.212264

0.212514

0.212069

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.089504

0.087926

0.081667

0.081667

0.076607

0.081235

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

1.10E-06

8.29E-07

8.72E-09

8.72E-09

-0.285027

2.02E-08

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.6115)

0.449534

0.387770

0.192362

0.192352

0.356793

0.194216

(0.0000)

α2

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.225062

-0.122516

-0.122520

-0.189053

-0.122347

(0.0000)

β

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.928510

0.928514

0.988406

0.928929

(0.0000)

γ

(0.0000)

(0.0000)

(0.0000)

2.35E-05

0.003608

6.49E-05

(0.9980)

(0.6739)

(0.9966)
1.881836

δ
ARCH - LM Test

PARCH

(0.0000)
(0.0129)

(0.0900)

(0.2609)

(0.2609)

(0.5094)

(0.2919)

AIC

-1062623

-1065309

-1073867

-1073825

-1073593

-1073787

SC

-1061936

-1064485

-1072906

-1072726

-1072494

-1072551

4703

4703

4703

4703

4703

4703

Obs

Source: Authors’ calculation
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Table 6 Mean and variance equation estimates for the EUR/HRK exchange rate return using Generalized Error Distribution
Parameter
AR(2)
AR(3)

ω
α1

ARCH (1)

ARCH (2)

GARCH (2,1)

TARCH

EGARCH

PARCH

0.220598

0.217391

0.213090

0.213172

0.212660

0.212785

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.082649

0.081453

0.080095

0.080171

0.075244

0.079614

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

1.09E-06

8.37E-07

9.09E-09

9.20E-09

-0.288493

2.82E-08

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.6145)

0.397674

0.357555

0.177265

0.179166

0.334796

0.179743

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.207085

-0.107581

-0.107072

-0.167381

-0.106931

α2

(0.0000)

β

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.927698

0.927297

0.988171

0.927752

(0.0000)

γ

(0.0000)

(0.0000)

(0.0000)

-0.004267

0.006639

-0.006570

(0.6867)

(0.4136)

(0.6836)
1.842740

δ

(0.0000)

ARCH - LM Test

(0.0363)

(0.1466)

(0.4818)

(0.4823)

(0.8443)

(0.5444)

AIC

-1062333

-1064944

-1073754

-1073714

-1073494

-1073680

SC

-1061646

-1064120

-1072792

-1072616

-1072396

-1072444

4703

4703

4703

4703

4703

4703

Obs

Source: Authors’ calculation

88

God. XXIX, BR. 1/2016. str. 81-94

UDK: 336.748(497.5) / Preliminary communication

Table 7 Mean and variance equation estimates for the USD/HRK exchange rate return using Student t
distribution
Parameter
AR(1)

ARCH (1)

GARCH (1,1)

TARCH

EGARCH

PARCH

-0.036793

-0.034858

-0.034922

-0.034727

-0.034965

(0.0194)

(0.0194)

(0.0191)

(0.0196)

(0.0190)

3.76E-05

1.02E-07

9.98E-08

-0.128393

1.86E-05

ω
α

(0.0000)

(0.0454)

(0.0489)

(0.0000)

(0.5612)

0.142786

0.033840

0.034975

0.081405

0.041303

(0.0000)

β

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.964669

0.965069

0.993583

0.962464

(0.0000)

γ

(0.0000)

(0.0000)

(0.0000)

-0.003015

0.005264

-0.060045

(0.6342)

(0.3220)

δ
ARCH - LM Test

(0.3815)
1.114755
(0.0000)

(0.3792)

(0.4355)

(0.4406)

(0.4486)

(0.4443)

AIC

-7244970

-7323081

-7322705

-7324813

-7324002

SC

-7239478

-7316216

-7314467

-7316575

-7314391

Obs

4703

4703

4703

4703

4703

Source: Authors’ calculation
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Table 8 Mean and variance equation estimates for the USD/HRK exchange rate return using Generalized Error Distribution
Parameter
AR(1)

ARCH (1)

GARCH (1,1)

TARCH

EGARCH

PARCH

-0.036998

-0.036325

-0.036390

-0.036269

-0.036343

(0.0171)

(0.0.0141)

(0.0138)

(0.0140)

(0.0137)

3.74E-05

1.38E-07

1.31E-07

-0.131744

4.93E-05

ω

(0.0000)

(0.0040)

(0.0058)

(0.0000)

(0.5203)

α

0.140948

0.032765

0.035034

0.078274

0.039778

(0.0000)
β

(0.0000)

(0.0000)

(0.0000)

(0.0000)

0.964683

0.965499

0.993014

0.962640

(0.0000)

γ

(0.0000)

(0.0000)

(0.0000)

-0.005939

0.008200

-0.111056

(0.3021)

(0.0843)

(0.1050)
0.965157

δ

0.0004)
ARCH - LM Test

(0.4058)

(0.5115)

(0.5280)

(0.5264)

(0.5457)

AIC

-7244451

-7319053

-7318830

-7321435

-7320713

SC

-7238959

-7312188

-7310592

-7313197

-7311103

Obs

4703

4703

4703

4703

4703

Source: Authors’ calculation
Comparing the estimated results in Tables 5 and 7
with the estimated results in Tables 6 and 8 no significant difference can be found between using Students t distribution and Generalized error distribution. According to the Q-statistic, there is no serial
correlation among residuals in any of the estimated
ARCH family models. Out of compared Akaike information criterion (AIC) and Schwarz Criterion
(SC) for all of the specified volatility models one can
say that GARCH (2,1) is the best fitted model representing the daily EUR/HRK exchange rate return
volatility since it has the lowest AIC and SC values.
In accordance to the GARCH (2, 1) estimated parameters in Table 5 (and similarly in Table 6) one
can see that the ARCH and GARCH coefficients
and are statistically significant. The sum of these coefficients is 0.99 which indicates that shocks to volatility have a persistent effect on the conditional variance. The same results can be found in Table 7 and
Table 8 for the USD/HRK exchange rate returns.
These shocks will have a permanent effect if the sum
of the ARCH and GARCH coefficients equals unity.
In that case the conditional variance does not converge on a constant unconditional variance in the
90

long run. The GARCH model assumes a symmetric
response of volatility to past shocks. In accordance
with Suliman and Suliman (2012), negative shocks
imply a higher next period volatility of daily exchange rate return than positive shocks. In order to
test whether good news and bad news have differential effects on the conditional variance, the TARCH,
EGARCH and PARCH models have been estimated. If bad news increases volatility one can say that
there is a leverage effect. As can be seen in Table 5,
Table 6, Table 7 and Table 8, there is no empirical
evidence that negative and positive shocks imply a
different next period volatility of the daily exchange
rate return. Furthermore, the model representing
the mean equation for the EUR/HRK exchange rate
returns takes the AR(3) form while the equation
for the EUR/HRK exchange rate returns takes the
AR(1) form. The model representing the variance
equation for the USD/HRK exchange rate returns
takes the GARCH (2, 1) form while the equation
for the USD/HRK exchange rate returns takes the
GARCH (1, 1) form. Engle (2001) points out that
the GARCH (1, 1) model is the simplest and the
most robust of volatility models and has proved suf-
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ficient for most financial market data. According to
Bhargava and Davinder (2007), numerous previous
studies have shown that the conditional variance of
the GARCH (1, 1) model is the appropriate volatility
measure for currencies. The research results out of
the estimated USD/HRK volatility pattern are consistent with previous research and shows that the
GARCH (1, 1) outperforms other volatility models.
In regards to the EUR/HRK volatility pattern, we
found slightly different results. The GARCH (1, 1)
is not the appropriate model form to describe the
EUR/HRK exchange rate volatility, since this form
still shows heteroscedasticity in variance. In order
to capture the EUR/HRK exchange rate volatility
pattern, the model needs to be extended up to the
GARCH (2, 1) form. This might be the case due to
the high euroization in the Croatian banking sector
and the Croatian National Bank’s control over the
EUR/HRK exchange rate.

7. Conclusion
Many researchers have used the ARCH and GARCH
models to study the high-frequency time series of
foreign exchange rates as they usually provide a better fit compared to other constant variance models. This paper investigates the EUR/HRK and the
USD/HRK exchange rate volatility using variants of
GARCH volatility models and compares estimates
from these models. The probability density function
of exchange rate returns appears to be leptokurtic,

so it is more peaked at the center and has fatter tails
compared to that of the normal distribution. No
difference in the estimated models was found using Student t distribution in comparison to using
Generalized Error distribution. The mean equation
in the EUR/HRK exchange rate returns can be explained as an AR (3) process. Out of the compared
Akaike information criterion (AIC) and Schwarz
Criterion (SC) for all of the specified volatility models one can say that the GARCH (2,1) model is the
best fitted model. The mean equation in USD/HRK
exchange rate returns can be explained as an AR (1)
process. Out of the compared Akaike information
criterion (AIC) and Schwarz Criterion (SC) for all
of the specified volatility models one can say that
the GARCH (1,1) model is the best fitted model.
In accordance with the estimated models there is
no empirical evidence that negative and positive
shocks imply different next period volatility of the
daily EUR/HRK or USD/HRK exchange rate return. Therefore, no leverage effect has been found
daily in the EUR/HRK or in the USD/HRK exchange
rate return. Eventually, even though the EUR/HRK
exchange rate is said to be under strict control of
the Croatian National Bank it can be modeled using GARCH models. Further researches may be
directed toward the relationship between the here
determined EUR/HRK or USD/HRK pattern behavior and other relevant macroeconomic variables in
Croatia.
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Modeliranje volatilnosti deviznog
tečaja u Hrvatskoj
Sažetak
Modeliranje i predviđanje volatilnosti deviznog tečaja ima važne implikacije u području makroekonomije
i financija. Empirijska istraživanja volatilnosti deviznog tečaja u različitim zemljama i regijama, rezultirala
su razvojem brojnih modela. Dobro poznati i često primjenjivani modeli za procjenu volatilnosti deviznog
tečaja su autoregresijski modeli uvjetne heteroskedastičnosti (ARCH) kojega je razvio Engle (1982) i generalizirani model uvjetne heteroskedastičnosti (GARCH) kojega su neovisno razvili Bollerslev (1986) i Taylor
(1986). U radu se na uzorku dnevnih podataka deviznog tečaja EUR/HRK i USD/HRK u razdoblju od 1997.
do 2015. procjenjuje i uspoređuje nekoliko ARCH modela. Prema standardnim informacijskim kriterijima
GARCH (2,1) model najbolje opisuje dnevnu volatilnost deviznog tečaja EUR/HRK dok GARCH (1,1)
model najbolje opisuje dnevnu volatilnost deviznog tečaj USD/HRK. U skladu s procijenjenim modelima,
nema empirijskih dokaza da pozitivni i negativni skokovi različito utječu na volatilnost deviznih tečajeva
EUR/HRK i USD/HRK u narednom razdoblju.
Ključne riječi: GARCH model, heteroskedastičnost, volatilnost deviznog tečaja, Hrvatska
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SENTIMENT ANALYSIS OF SOCIAL
NETWORKS AS A CHALLENGE TO
THE DIGITAL MARKETING
Abstract
Huge amounts of data, in the form of messages on social networks, represent a challange for digital marketing and marketing analytics when meeting the requirements, needs and customer satisfaction with services
or products. Marketing strives to be a part of the overall culture based on the data and to define marketing
strategies that respond to consumers and thus to provide economic benefits for the company. Therefore,
the focus of marketing analysis is on the data recorded at the social networks. This paper shows one possible integration of information technology and data mining tools, with the goal of visualizing the attitudes
and opinions on the social networks in the form of a word cloud, which can then further be used to create
marketing strategies and improve customer relations and customer service.
Keywords: Text mining, word cloud, marketing analytics, R language, data mining
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1. Introduction

on products, services, quality or product defects,
consumers’ needs and desires.

Information about products, services, customers,
suppliers and transactions are written and stored in
the form of a database within each company. These
are large quantities of detailed information that cannot be directly used for analytical purposes; therefore, they are aggregated into a dimensional model
of data warehouse. These data can be reached and
analyzed by various data mining algorithms in order
to extract regularities or laws hidden in a dimensional model. Information layout is pre-determined,
i.e. it is designed and structured to be automatically
analyzed by data mining algorithms. However, marketing nowadays, in the analysis of customer behaviour and identifying their needs and requirements
cannot be satisfied with such formatted data in the
database or data warehouse. The best example are
social networks as a virtual space for the exchange
of opinions, feelings, requirements, motives, ideas,
views about companies, products, services, events,
and destinations. The data on social networks are
in a text form, and its layout is not previously determined (it is not formatted as a database or data
warehouse). Business requires real-time information. The main hypothesis in the paper is that the
sentiment analysis which results as a word cloud is
simple but very informative and usable for its users
(marketing experts). Marketing experts are faced
daily with the collection and analysis of data about
customers and products in order to achieve competitive advantages. Sentiment analysis or opinion
mining is related to an application of natural language processing, computational linguistics and
text analytics. Therefore, digital marketing is being
intensively developed through data analysis marketing, information technology and software tools,
which tends to use data on products and services
that are registered on social networks in order to
form marketing ace and marketing strategy. The
infrastructure of a global network has enabled development of various types of electronic marketing including viral marketing, affiliate marketing,
real-time marketing, one-to-one marketing, e-mail
marketing, referral marketing, permission marketing and frequency marketing. The user (customer)
forms a website, a blog and becomes a part of social
networks: (Twitter, Facebook, YouTube, Instagram,
LinkedIn and many others). By using these forms of
web technologies, one ‘leaves’ useful data for marketing analysts about events, personal impressions

The purpose of the opinion analysis on social network users is to generate usable information for
designing and implementing marketing strategies
of companies.
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1.1 Sentiment analysis
Companies achieve success or failure in the market
due to customers. The purpose of each company
is therefore to meet the needs and desires of their
customers, their preferences and purchasing habits. The experience of successful companies has
shown that only those who know their customers
can satisfy their needs and so create loyal customers
(Bijakšić et al., 2014).
Surveys of users and cusomers is a qualitative analysis that is directly related to psychology due to its focusing on emotions (feelings) that are formed when
using products or services. Emotions are directly
associated with the conscious, but also unconscious
part of the human system. Sentiment analysis has
been present for a long time. It has spread from
computer science to management sciences and social sciences due to its importance to business and
society as a whole (Bing 2010). However, the research on sentiments and opinions appeared earlier
(Morinaga et al., 2002; Tong, 2001; Turney, 2002;
Wiebe, 2000).
The instruments for data collection on opinions and
attitudes of customers about a product are mostly
questionnaires, interviews or direct comments
(customer comment cards, surveys, interviews). In
addition to these traditional instruments for collecting data about customers and their opinions,
marketing today is also focused on social networks.
Messages on social networks are systematically reviewed and opinions of customers are recorded.
Some examples of messages that express opinions
of customers about a tourist destination, a product
or a company are:
‘Mostar is a beautiful, clean and promising city.’
‘Bread of X manufacturer is not tasty.’
‘Company Y has a high-quality service.’
Detecting opinions of customers has tremendous
practical value for the company. Therefore, senti-
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ment analysis is a challenge for marketing analysis
because it can directly contribute to customer’s
satisfaction and thus the company’s success on the
market. It allows the company’s proactive actions
and it can direct operational activities of companies where properties and quality of products are
adapted to the requirements of the customers. The
application of sentiment analysis is not simple. It
is always the integration of marketing, IT, mathematical and linguistic knowledge, which results in
information on customers’ opinions, their satisfaction and needs. Bing defines sentiment analysis as a
process in which text data finds attitudes, feelings
and emotions about an object or issue (Bing, 2010).
Therefore, sentiment analysis cannot be separated
from mathematical and algorithmic approach that
finds hidden content and information from data, i.e
data mining.
According to many marketing experts and analysts,
special attention is drawn to extracting opinions
and attitudes regarding text messages. In terms of
methodology, sentiment analysis is a series of sequential steps. These steps follow one another but it
is not possible to implement such a linear sequence
in practical terms. Sentiment analysis begins with
data collection. The data is in the form of a text on
social networks. After collecting the text data it is
necessary to prepare them for the analysis and thus
detect the opinions and attitudes of social network
users.
Figure 1 Steps in the analysis of attitudes and
opinions (sentiment analysis) on social networks

Source: Authors
Analysis of views and opinions is seen as the process where text data creates knowledge using natural language processing, text mining algorithms and
machine learning.

It begins with collecting the data on social networks
and ends with the presentation of data (usually in
the visual form).
Data collection is followed by their cleaning, prior
to analysis by a data mining algorithm. Preparation
of the text is the process of eliminating stop words
(e.g. - ; , : ?) or words that are not relevant to the
analysis.
In analyzing the data, only the messages that contain a subjective opinion on the event, process, person, destination, i.e. object of analysis, will be retained in the data set.
The purpose is to translate the documents into simpler form so that they are suitable for parsing. Sentiment analysis can concentrate on the message, the
word, or part of the message.
In the analysis, unigram, n-gram, lemme, negations, words that express an opinion can be used.
Unigram shows each element as a vector of features that contains the frequency of its occurence
in the document. N-grams are similar as containing several words in a row and they affect a wider
context. Lemmas (lema) are used as synonyms, for
example good-better-the best. Data mining algorithms retrieve data and perform their processing.
This can be, for example, classification into particular groups, where Naive Bayes algorithm or maximum entropy is applicable. This research analyzes
the results presented in the form of a word cloud.
It is a method of data visualisation when high frequency words are written in the biggest font and
reflect the most common terms that appear in the
text. By linking these words it is possible to detect

opinions about a particular product or destination.
Such analysis can then be used for the application
of appropriate measures of sales promotion, advertising and other marketing instruments to improve
the image or retain the existing reputation, and to
attract new customers.

Figure 1 is a conceptualization of the overall concept of sentiment analysis, split into five stages.
God. XXIX, BR. 1/2016. str. 95-107
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2. The role of sentiment analysis in marketing

desires and emotions of people about a particular
tourist destination.

Marketing constantly tends to analyse customers,
products, prices, suppliers, products or services in
order to satisfy needs and desires of customers.

The creation and promotion of the “favorable” image of a destination among potential tourists has a
special significance.

It is possible to fulfil such a task only by permanent
(continuous) study of attitudes and opinions, measuring satisfaction, analysis of the effectiveness, promotions, and the like.

Based on the significance of the image of tourist
destinations, destination marketers should know
how to manage the destination image in terms of its
creation, enhancement or modification, and in this
sense it is necessary to learn about the processes of
formation, measuring and analyzing the image of a
tourist destination.

There are two basic forms of research: qualitative
and quantitative.
Qualitative market research for example, tends to
know the perception of the product or services by
customers. Sometimes, the food product can have
the highest quality components, the latest technology standards, but the taste of the product is still
not acceptable to customers. The customer makes
the assessment of satisfaction and its quality only on
the basis of parameters which are the result of qualitative research. Qualitative research is always trying
to figure out how the customer feels and what (s)he
thinks. Quantitative analysis uses a large number of
data, relies on large samples and tends to figure out
tendencies to give further conclusions and recommendations (Markić, 2014).
The relations between quantitative and qualitative
analyses are not simple, therefore, discussions on
credibility and applicability of either approach are
conducted. The market research indicates that
both of these have their applicable areas. There is
an increasing number of researches which integrate
both qualitative and quantitative analysis. Sentiment analysis has both of these components. The
data that are analyzed are in the text format, but
conclusions about their meanings, patterns and
regularities are made by applying the quantitative
analysis techniques. Quantitative techniques within
sentiment analysis allow ‘deep’ and credible insights
regarding opinions and feelings of the service or
product user.
Application of data mining or machine learning
provides strength and scientific objectivity and
credibility to qualitative analysis. Users of this analysis ger an access to real-time opinions, attitudes
and feelings of service users. Therefore, sentiment
analysis has a special value for analysing and getting
insights into the image of tourist destinations.
A destination image is the totality of perceptions,
attitudes, knowledge, experience, expectations,
98

Different information and its sources on social networks have a big importance to a communication
process in the context of the image of the tourist
destination. It is becoming increasingly important
to intensify the competitive relationship between
tourist destinations, such communication processes
and promotional efforts, in the context of creating
the image of a tourist destination. These facts suggest differentiating the marketing of tourism destination from other activities.
There are many determinants of the image of the
tourist destination, and among them we choose
Gartner’s key theses:
1. people who live in different geographical areas
will have different images of the same destinations
2. if a potential tourist with their permanent residence is farther from a tourist destination, his image will be less clear
3. image is changing very slowly, so that only a serious change in the image of a tourist destination
can change the perception of a specific destination
4. if the designated tourist destination is smaller, it
is more likely to dominate the image of the political entity in which it is located
5. image is formed and continuously modified in
different ways.
The data for the analysis of customers and service
users are located in a natural, cyber environment.
The data, therefore, have a special quality, as researchers have no effect on forming respondents’
opinions. In addition, data collecting through a
questionnaire always leaves the impression on respondents that the answers will be analyzed, and as
a rule, this affects the objectivity of their answers.
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The quality of data in the cyber environment, on
social networks, is better compared to data collected in a questionnaire. The data is structured in
a questionnaire because the respondents answer to
something that is already predetermined and messages are completely spontaneous, natural and reflect their real opinion. Of course, the analysis of
data collected on the basis of the messages is more
complex.

3. Research methodology
Our researsch is concetrated on the analysis of Twitter users’ opinions and attitudes on Mostar as a destination. The aim is to build the software application
that can access the messages on a social networking
site Twitter and to visualize keywords about Mostar
as a destinaton in a graphical form. It is necessary
to explore the possibilities of building software to
access messages, watching them as documents and
then extract the views and opinions of users of the
tourist destination. The basic hypothesis is that it is
possible to build an application that will ensure a
marketing expert opinions about a tourist destination and its image.
Based on theoretical knowledge in building such
software applications its results will be tested on the
example of Mostar as a tourist destination.
The image of a tourist destination for more than 30
years has been the focus of scientific research. In the
literature we find many definitions of tourist destinations which agree that the image of a destination
is “a set of beliefs, ideas and impressions that people have about the place or the destination” (Sudar,
1991).

3.1 R language in application of sentiment analysis and a word cloud about tourist destination
R language started as a project by Ross Ihaka and
Robert Gentleman at the Department of Statistics,
University of Auckland, New Zealand, during the
1990s. The primary goal of this project was creating
a statistical environment in their teaching lab. The
international “R-core” team of some 15 people with
access to the common CVS archive has been active
since 1997. R is an interpreted computer program-

ming language where most user-visible functions
are written in R itself. It is also possible to interface
procedures written in other languages (C, C+, or
FORTRAN). R language is used for data manipulation, statistics, and graphics. R is made up of:
• operators (+ - <- * %*% …) for calculations
• a collection of functions for making quality
graphics and sets of functions (packages).
R is simple and also suitable for data analysis. For
example, a linear regression model for relationship
between the weight and height of students (data are
stored in a data set student) includes very intuitive
and simple statements:
erste.lm <- lm (weight ~ height, data = student) #
lm means linear-model
R can be used as a calculator for complex mathematical functions which is illustrated by another
simple example1:
> exp(2)
[1] 7.389056# calculate and show
> (log (2)-log (4)) / log (2 ^4)
[1] -0.25
R is a programming language. It has the logical
structure of programming: loops, branching, subroutines. It creates functions, classes, graphics and
is associated with other programming languages
such as C + +, Java, Perl, etc. Definitely, R language
is not just a calculator. It has many built-in statistical and graphing functions and connects to databases and spreadsheets.
Particularly, data frames are of great importance.
A data frame in R language is a collection of related
vectors. The columns of the data frame can have different data types (mode) and most of the time, when
data is loaded, it will be organized in a data frame2.
Steps and commands in the language R will be
shown, which are selected by the message in which
Mostar is the keyword, and then the words that
have the highest frequency in the messages will be
displayed.
Input data are on the social network Twitter. The
number of messages related to a particular destination is unknown in advance and that number is
variable over time. Access to data (messages) stored
on the server of Twitter allows proper function of
the R language.
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Figure 2 Steps of the algorithm for detecting the views and opinions on the social network by using the R
programming language

Source: Authors
This function is key for selecting messages about a
tourist destination and then for their analysis. The
assumption is that a larger number of messages are
related to attractiveness of the destination. If we
cannot find any messages about the particular destination, then it is reasonable to conclude that the
destination is not attractive. Access to messages is
possible by using appropriate commands and functions of R programming language.
100

The next diagram shows the steps of the algorithm
to analyze the attitudes and opinions expressed on
social networks by using the R programming language.
Matrix is also important in text mining. In R language the matrix is a rectangular table with data of
the same type.
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3.2. Creating of word cloud for tourist destinations

+ requestURL = “https://api.twitter.com/oauth/
request_token”,

Research methodology of opinions on social networks in terms of information technology has to be
transformed into an algorithm. An algorithm is a set
of unambiguous steps that lead to the solution of
problems. It most commonly appears in the form of
a block diagram (flowcharts) and reflects the natural
way of thinking about the problem and its solution.
This algorithm is a sequence program structure ie.
a series of steps. Every step of the algorithm refers
to the calling of the appropriate packages and functions in the programming language R.

+ accessURL = “https://api.twitter.com/oauth/
access_token”,

Choosing the word cloud is a result of several reasons because of its several useful applications in
marketing. Word cloud helps you to understand
your customers, how they view you and what the
most common impressions of your brand really are.
Also, word cloud as a form of qualitative analysis in
digital marketing enables you to identify a product,
event, tourist destination or a brand whose online
presence is popular with the customers that you
want to reach. Ease of presentation and the possibility of a graphic display, a quick understanding of
the results of qualitative marketing analysis are important reasons for widespread deployment of the
word cloud in digital marketing. The flow chart of
algorithms used for creating a word cloud and detecting the most frequent words connected with the
choosen term (in our example the choosen term is
tourist destination) is shown in Figure 2.
The flowchart (Figure 2) shows that the first step is
loading packages for access to the social network
Twitter and user authentication. Just write the following two commands:
> library(twitteR)
> library(ROAuth)
The process of authentication is necessary for all
transactions on Twitter and it provides the full
functionality of the application for sentiment analysis about the destination. The first step of authentication is login to the URL https://twitter.com/apps/
new, then fill in the necessary data. It follows the
entry of new instructions, but now in the development environment of R language:
> cred <- OAuthFactory$new(consumerKey =
Vaš Key,
+ consumerSecret = Vaš SECRET,

+ authURL = “https://api.twitter.com/oauth/authorize”)
> library(RCurl)
> download.file(url=”http://curl.haxx.se/ca/cacert.pem”,+ destfile=”cacert.pem”)
> cred$handshake(cainfo=”cacert.pem”)
To enable the connection, please direct your web
browser to:
https://api.twitter.com/oauth/authorize?oauth_tok
en=yF_07QAAAAAAhW7PAAABT5JyCPc
Then enter the PIN as it is written on the top of the
URL.
When complete, record the PIN given to you and
provide it here:
Allowing access to Twitter messages is possible only
if the session is registered within the R language using the function:
> registerTwitterOAuth(cred)
[1] TRUE
For use in new applications it is useful to store the
process of authentication in a separate file and reuse, which is possible by using the command:
> save(cred, file=”twitter authentication.Rdata”)
The next step is to extract all messages of Twitter
with the keyword Mostar as a destination (searchTwitter function ()).
> options(RCurlOptions = list(verbose = FALSE,
capath = system.file(“CurlSSL”, “cacert.pem”,
package = “RCurl”), ssl.verifypeer = FALSE))
>dataM<-searchTwitter(“Mostar”, n=1000)
Warning message:
In doRppAPICall(“search/tweets”, n, params = params, retryOnRateLimit = retryOnRateLimit, :
1000 tweets were requested but the API can only
return 546.

God. XXIX, BR. 1/2016. str. 95-107

101

Brano Markić, Sanja Bijakšić, Arnela Bevanda: Sentiment analysis of social networks as a challenge to the digital marketing

The total number of messages that contain the
name of the destination Mostar is 546 so it is in the
R session visible warning messages (in the previous statement 1000 messages are defined). Twitter
search and collection of data about the attitudes
on the social network is in the form of textual data.
These data are not structured i.e. their shape is not
known in advance. To work with textual data the R
language uses special package plyr which contains
the laply() function to transform the messages in
the text:
>library(plyr)
>twText<-laply(dataM,function(t) t$getText())

The aim is to translate the documents into a simpler
form so that they are suitable for parsing. It is sufficient in the loop for ... add commands that from
the documents extract characters or words that will
be replaced by spaces. It displays the following loop:
for(i in seq(docs))
{
mostarCorpus [[i]] <- gsub(“/”, “ “, mostarCorpus [[i]])
mostarCorpus [[i]] <- gsub(“#”, “ “, mostarCorpus [[i]])

> head(twText,4)

mostarCorpus [[i]] <- gsub(“\\|”, “ “, mostarCorpus [[i]])

[1] “Divisions threaten #Bosnia’s prospects for
#EU membership, #BBCNews reports: http://t.
co/NIn1N4xSBR #BiH #Croatia #Sarajevo #Mostar #jmbg”

mostarCorpus [[i]] <- gsub(“kao”, “ “, mostarCorpus [[i]])

[2] “Future brother in law :-P #Mostar #summer
#friends #nikes #2013 #Monday http://t.co/imne
L9j1FK”

mostarCorpus [[i]] <- gsub(“a”, “ “, mostarCorpus [[i]])
mostarCorpus [[i]] <- gsub(“je”, “ “, mostarCorpus [[i]])

[3] “Plemići sve jači: Savić, Popović i Brković novi
igrači Zrinjskog #Zrinjski #Mostar #Hercegovina
http://t.co/1OV4Hi9L8W @radiosarajevo”
[4] “#mostar #bridge #bosna @ Stari Grad | Old
Town http://t.co/ytY5m0wbPP”
The next step is to load the package tm (abbreviation of English words text mining). Description of
the package is provided in the Journal of Statistical
Software. The main structure for handling documents in the package tm makes the so-called Corpus and it represents a set of documents. You must
enter the following sequence of commands:3

To delete the empty spaces it is sufficient to call the
function stripWhitespace, for punctuation function removePunctuation or for digits the function
removeNumbers , which displays the following series of statements4:
mostarCorpus<- tm_map(mostarCorpus, stripWhitespace)
mostarCorpus<- tm_map(mostarCorpus, removePunctuation)
mostarCorpus<- tm_map(mostarCorpus, removeNumbers)
The next step is to create a matrix for learning
which includes frequency of terms.

> library(tm)
>mostarCorpus<Corpus(VectorSource(twText2))

>tw.tdm<- TermDocumentMatrix(twCorpus,
control = list(minWordLength = 5))

After being “caught” a collection of documents and
all Twitter messages that contain the keyword Mostar (mostar Corpus) we need to modify the document so that it will eliminate the blank spaces in
the documents (messages), signs of punctuation
and the like. The logic is to eliminate all signs and
words that do not carry information relevant to the
semantics of the text.
102

}

>inspect(tw.tdm)
A term-document matrix (108 terms, 1 document)
The number of terms in the given example is
108.
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A document-term matrix5 or term-document matrix is a mathematical matrix that describes the
frequency of terms that occur in a collection of
messages from Twitter about Mostar as a tourist
destination. In a document-term matrix, rows correspond to documents in the collection and columns correspond to Terms.
The terms (terms) are chosen based on the frequency of the document (Document FrequencyDF). Attributes that exceed a certain threshold will
form a list of index terms. To display the results of
processing it is necessary to load the package word
cloud in the R session. It follows the formation of
the matrix Term Documents and sorting rows in
descending order. The rows of the matrix mostar.
tdm are Terms and the columns are the documents
(messages).>library(wordcloud)

In the figure above the words that have the highest frequency in messages containing Mostar as a
keyword are displayed. Since the word Mostar appears the most (in each message), that word has the
largest font in the word cloud. Analyzing the word
cloud it can be concluded that the words associated with Mostar as a destination are the following:
old, bridge, beautiful, Bosnia, Herzegovina, photo,
which suggests that Mostar in Herzegovina is a nice
town where the Old Bridge is a historical element,
where visitors like to take pictures. Of course, opinions of social network users depend on the point in
time when the analysis is performed.
Figure 4 Sentiment analysis on Mostar as a
destination

>mostar.tdm <TermDocumentMatrix(twCorpus)
>m.m <- as.matrix(mostar.tdm)
>m.<- sort(rowSums(m.m),decreasing=TRUE)
>m.d<- data.frame(word =
names(m.v),freq=m.v)
Finally, only two commands of R language are
sufficient to display in color and in the form of
a word cloud terms that reflect the views and
opinions about Mostar as a destination on Twitter.
>colWC <- brewer.pal(8,”Dark2”)
>wordcloud(m.d$word,m.
d$freq,scale=c(8,.2),min.freq=4,max.words=Inf,
random.order=
FALSE, rot.per=.15, colors=colWC)
Figure 3 Word cloud analyses opinions on Mostar
as a destination

Source: Authors

Source: Authors
For example, the analysis of attitudes and opinions
on Mostar expressed on Twitter since May 2013, in
the form of a word cloud, indicates the social moment regarding the political scene which was dominated by protests and the personal identification
number of citizens, as shown in Figure 4.

4. Conclusion
In the scientific community there is an interest in
sentiment analysis, but also in the main area of both
marketing business function and marketing process
that is increasing on a daily basis. This is a new research area in which marketing experts, IT specialists, marketing analysts, mathematicians and psychologists are confronted and where they cooperate
at the same time. The data in the text form is specific in terms of content that is directly related to a
specific time and space. In-depth analysis of the text
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mining is based on the analysis of quantitative techniques where the text is adapted in order to apply
quantitative methods of machine learning methods.
There can be some methods that allow classification
such as Bayesian analysis, cluster analysis or the
nearest neighbour method. Quantitative techniques
within sentiment analysis allow ‘deep’ and credible
insights regarding opinions and feelings of the service
or product users. Sentiment analysis which results in
a word cloud is shown as simple, but very informative and applicable. The area of application is marketing because it allows detection of preferences,
attitudes and opinions on social networks regard-

ing products, services, companies and destinations.
The special value of this analysis is the visualization
in the form of word clouds where high frequency
words are more centrally positioned and are displayed in font size proportionate to the number of
times the word was mentioned in the text.
This study presents steps of sentiment analysis and
all the essential functions of the R programming
language which provide sentiment analysis on the
example of Mostar as a destination. Its contribution
to the conversion of large amount of textual data in
real time is very useful for marketing analysis.
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Endnotes
1

Results of calculations can be stored in variables (in terminology of object oriented programming language in objects) using the
assignment operators:
An arrow (<-) formed by a ‘smaller than’ character and a hyphen without a space!
The equal character (=).
> a <- 5

# can define variables using “<-” operator to set values.

>b=6

# using “=” operator to set values

> 1 <- 4
>a*b*c
[1] 30
>A * B * C

# variable names are case sensitive

Error: Object “X” not found
> This.Year <- 2015# variable names can include period
> This.Year
[1] 2015
> 5 %/% 3

# integer division

[1] 1
> 5 %% 3

# modulo division

[1] 2
> exp(log(9)) # log() is the natural logarithm
[1] 9
> sin(pi/2)

# sine

[1] 1
> cos(pi/2) # cosine of pi/2 is zero. Note: R does not answer with zero!
[1] 6.123234e-17
> factorial(5)

# 4 factorial

[1] 120
Most sources define the binomial coefficient (n, k) as
> choose(6,3)

# 6 choose 3

[1] 20
2

The function data.frame used to generate this data set.Number of columns is obtained by function length ()and dimension by function dim (). One example of data frame is
a<-c(seq(1:4))
> b<-c(58,65,77,84)
> c<-c(TRUE,FALSE,FALSE,TRUE)
> data.f<-data.frame(a,b,c)
> data.f<-data.frame(a,b,c)
> names(data.f)<-c(“ID”,”weight”,”overweight”)
> data.f
ID weight overweight

3

1 2

58

2 2

65

TRUE
FALSE

3 3

77

FALSE

4 4

84

TRUE

To understand the statements of R language it is helpful to visit websites that give detailed explanations of the use of the package
and function in the R language. For package tm useful site is: http://cran.r-project.org/web/packages/tm/vignettes/tm.pdf.
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4

To convert all uppercase letters to lowercase letters it is enough to call the function tolower (twCorpus = tm_map (myCorpus,
tolower) and determination of root words in the English language allows function stemDocument:
twCorpus = tm_map(myCorpus, stemDocument).
A corpus of documents contains all the words that appear in the documents. The term-document matrix then is a two-dimensional
matrix whose rows are the terms and columns are the documents, so each entry (i, j) represents the frequency of term i in document
j.
In information retrieval inverse document frequency (tf–idf) is used. For each entry in the matrix, the term frequency measures the
number of times that term i appears in document j. The inverse document frequency measures the number of documents in the
corpus which contain term i. If tf is the number of times term t appears in a document, and t is the total number of terms in the
documents, then the term frequency of term t is:
tf(t)=tf/t
In tf(t) indicator all terms are considered equally important. However, it is known that certain terms may appear a lot of times but
have little importance. Thus the idf (Inverse Document Frequency) indicator is used:
idf(t) = log_e(total number of documents (messages) / number of documents (messages) with term t in it).
A corpus of documents contains all the words that appear in the documents. The term-document matrix then is a two-dimensional
matrix whose rows are the terms and columns are the documents, so each entry (i, j) represents the frequency of term i in document
j.
In information retrieval inverse document frequency (tf–idf) is used. For each entry in the matrix, the term frequency measures the
number of times that term i appears in document j. The inverse document frequency measures the number of documents in the
corpus which contain term i. If tf is the number of times term t appears in a document, and t is the total number of terms in the
documents, then the term frequency of term t is:
tf(t)=tf/t
In tf(t) indicator all terms are considered equally important. However, it is known that certain terms may appear a lot of times but
have little importance. Thus the idf (Inverse Document Frequency) indicator is used:
idf(t) = log_e(total number of documents (messages) / number of documents (messages) with term t in it).
The tf-idf score is the product of these two metrics (tf*idf). This tf-idf score is ranking highly the documents which contain with high
frequency the terms in the search query.

5

A corpus of documents contains all the words that appear in the documents. The term-document matrix then is a two-dimensional
matrix whose rows are the terms and columns are the documents, so each entry (i, j) represents the frequency of term i in document
j.
In information retrieval is using inverse document frequency (tf–idf). For each entry in the matrix, the term frequency measures the
number of times that term i appears in document j. The inverse document frequency measures the number of documents in the corpus which contain term i. If tf is the number of times term t appears in a document and t is total number of terms in the documents
then the term frequency of term t is:
tf(t)=tf/t
Intf(t) indicator all terms are considered equally important. However it is known that certain terms may appear a lot of times but
have little importance. Thus is using the idf (Inverse Document Frequency) indicator:
idf(t) = log_e(total number of documents (messages) / number of documents (messages) with term t in it).
The tf-idf score is the product of these two metrics (tf*idf). This tf-idf score is ranking highly documents which contain with high
frequency the terms in the search query.
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Sentiment analiza društvenih mreža
kao izazov digitalnom marketingu
Sažetak
Ogromne količine podataka u obliku poruka na društvenim mrežama izazov su digitalnom marketingu
i marketinškoj analizi kako bi se spoznali zahtjevi, potrebe, zadovoljstvo korisnika usluga ili proizvoda.
Marketing nastoji biti dio ukupne kulture temeljene na podatcima i definiranju marketinške strategije
koje odgovaraju potrošačima, a time i osiguravanju ekonomske koristi samome poduzeću. Stoga se fokus
marketinške analize usmjerava i na podatke zabilježene na društvenim mrežama. U radu se prikazuje jedna
moguća integracija informacijske tehnologije i data mining alata s ciljem vizualiziranja stavova i mišljenja
na društvenim mrežama u obliku word cloud, a što se potom može uporabiti za oblikovanje marketinške
strategije i unaprjeđenja odnosa s kupcima i korisnicima usluga.
Ključne riječi: dubinska analiza teksta, word cloud, marketinška analitika, R jezik, data mining
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THE IMPACT OF PROMOTION IN
CREATIVE INDUSTRIES – THE CASE
OF MUSEUM ATTENDANCE
Abstract
In times of crises, some cultural institutions in Croatia have experienced difficulties attracting an audience,
which drove them to try out creative and unconventional forms of promotion. Promotion is one of the
most popular, widespread and influential parts of marketing. Promotion is also of major importance for a
cultural institution because of its ability to attract a large number of visitors. Setting out from this starting
point, this paper focused on conventional and unconventional forms of promotion in museums as a part
of the creative industries. Creative industries are gaining importance nowadays, and museums as a part
of the visual arts sector of the creative industries are gaining popularity thanks to the promotion efforts.
With this in mind, a survey was carried out among the visitors of the Museum of Fine Arts in Osijek during Julije Knifer’s retrospective exhibition “Uncompromising” in March and April 2015. Participants were
given a questionnaire consisting of closed-ended questions about conventional and unconventional forms
of promotion and their impact on visitors.
The authors participated in the organization of promotional activities for the exhibition and employed
certain conventional and unconventional forms of promotion to get an idea of their impact on museum attendance (or lack thereof ). The results demonstrated that the promotional activities had a positive impact
on museum attendance, and unconventional forms of promotion had a greater impact than the conventional ones.
Keywords: Creative industry, museum, museum marketing, promotion, marketing in culture
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1. Introduction
The importance of marketing employed by cultural
and art institutions has been on the rise since the
early 1990s. Many examples demonstrate its quality
and systematic practical application. Marketing in
culture essentially identifies the supply and demand
for products, services, and cultural ideas in their
specific market niches and sets specific measurable
marketing goals, which the cultural institutions accomplish by using appropriate marketing strategies
focused on building loyalty and long-term relationships with the audience. Cultural institutions build
long-term relationships by using good image, highquality programmes, and good value for money
(Meler, 2006). Marketing and promotion in culture
cannot exist without a strategy.
Some of the pioneers of marketing communications
in the field of culture and art are also considered
meritorious for the development of other marketing
areas (Pavičić et al., 2006: 151). Interestingly, marketing in culture has been present in the Republic of
Croatia for two centuries, and it has supported the
development of other marketing practices.
As a norm, cultural and art institutions in Eastern
Europe still do not have dedicated marketing departments that would allow them to conduct their
own audience research and find different ways of
connecting with the audience. Promotion is a very
important activity of cultural institutions, but it is
mostly overlooked. Promotion in case of cultural
institutions serves two purposes:
• It increases the number of marketable cultural
products (economic objective) within the market-oriented society, which becomes especially
important after the major social and political
changes in the system;
• It helps develop the cultural needs and habits of
the population.
Cultural institutions should think not only about
ways to attract more visitors (sell more tickets), but
also about ways to attract a real cultural audience
that will be able to react and interact with the works
of art (Šešić-Dragičević, Stojković, 2013: 184).
In particular, since cultural institutions in Croatia
have no dedicated marketing departments or marketing programmes, they are unable to conduct
strategic promotion. Through previous empirical
110

experience, the authors have already realized that
museum directors and art directors of theatres had
a “fear of marketing”, particularly unconventional
marketing. To reduce the fear and animosity toward
unconventional marketing, managers of cultural institutions need to be introduced to the advantages
of unconventional marketing. The management and
the Director of the Museum of Fine Arts in Osijek
in particular were very open to new ideas of promotion, but were also hesitant because they had only
practiced conventional forms of promotion in recent years.
There are different definitions of the creative industries, but the most common one is the definition by
UNESCO (2005): “those industries which have their
origin in individual creativity, skill and talent and
which have a potential for wealth and job creation
and exploitation of intellectual property”. Different
institutions, authors, and countries apply different
classifications and names to the creative industries.
For example, UNESCO includes the following sectors in the creative industry: architecture, music,
film and video, television and radio, software and
computer games, arts/crafts, design/fashion design,
performing and visual arts, publishing and marketing. The EU’s concentric circles model differentiates
between core, other core, related and wider creative
industries. The core creative industries are literature, music, performing arts and visual arts. Other
core cultural industries are film, museums, galleries, libraries and photography, while related cultural
industries include advertising, architecture, design
and fashion. Wider cultural industries include cultural heritage, publishing and printed media, television and radio, sound and video recording and
computer games. Museums belong to the other
core cultural industries in the EU’s concentric circles model.
From the perspective of creative industries as defined by UNESCO, museums belong to the visual
arts sector and play a particularly important role in
making art accessible to all. One of the main characteristics of creative industries is their intensive use
of information and communication technologies.
Since the museums are increasingly using information and communication technologies, by extension
they are a part of the creative industries. Museums
are experimenting with technology to enhance access to their collections, to enrich visitor experience, and to develop their educational role.
The authors carried out a survey to collect informa-
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tion and draw conclusions about promotion and
marketing elements in culture in the case of the
Museum of Fine Arts in Osijek, Croatia, during the
retrospective exhibition “Uncompromising” by the
Croatian artist Julije Knifer.

Creativity leads to culturalization of economic life,
expansion of cultural industries and reconceptualization of production, consumption and even of
the values contextualizing the life of modern man
(Švob-Đokić, 2008).

The objectives of the study were as follows:

The term “creative industries” is broader than “cultural industries” because it covers software production, advertising, public relations and similar activities relevant to the creation of creative products and
services. It is seen as a clear extension of the term
“cultural industries” while including new technologies (multimedia, software, etc.) (cf. Ratzenböck,
Demel, 2004).

• Intensify the use of marketing by cultural institutions;
• Encourage the use of unconventional marketing
methods by museums and other cultural institutions;
• Reinforce the museum scene in general.

2. Theoretical framework and hypothesis
2.1 Terminology Definition of Creative Industries

New technologies are very important for the development of this sector, and digitalization is one
of the key processes that promote its growth and
influence.

The term “creative industries” is an extension of
the term “cultural industries”. The term “cultural
industry” was coined in 1947 when Adorno and
Horkheimer used “cultural industries” to refer to
mass cultural production and standardization of
cultural products (Adorno, Horkheimer, 2006).

Hartley (2007) states that the idea of creative industries seeks to describe conceptual and practical
convergence of the creative arts (individual talent)
with cultural industries (mass scale) in the context
of new media technologies within a new knowledge
economy, for the use of the newly interactive citizen
– consumer relationship.

The term “creative industries” was used for the first
time in the early 1990s in Australia in a document
written by the Commonwealth Government (1994),
but was given much wider exposure by policy makers in the United Kingdom, when the Department
for Culture, Media and Sport set up its Creative
Industries Unit (UNCTAD, 2004). The term “creative industries” also appeared in 1998 in the Creative Industries Mapping Document, one of the most
important documents in this field in the UK. One of
the most common definitions of creative industries
is the definition by the British Department for Culture, Media and Sport (DCMS, 1998), which defines
them as: “those activities which have their origin in
individual creativity, skill and talent and which have
the potential for wealth and job creation through
the generation and exploitation of intellectual property”.
The Creative Industries Mapping Document defines
and classifies creative industries into the following
13 separate fields: advertising, architecture, art and
antiques markets, crafts, design, designer fashion,
film and video, interactive leisure software, music,
performing arts, publishing, software and computer
services, television and radio.

UNESCO defined cultural industries as those that
have their origin in individual creativity, skills, and
talents and have a potential for wealth, job creation,
and exploitation of intellectual property. According to UNESCO (2005), the term “cultural industry” refers to the industry that combines creativity,
production, and marketing of creative contents and
that is, by its nature, cultural and intangible.
UNESCO includes the following sectors in the creative industry: architecture, music, film and video,
television and radio, software and computer games,
arts/crafts, design/fashion design, performing and
visual arts, publishing and marketing.
According to the EU concentric circles model, literature, music, performing arts and visual arts are at
the core of creative industries. Other core cultural
industries are film, museums, galleries, libraries and
photography, while related cultural industries include advertising, architecture, design and fashion.
Wider cultural industries include cultural heritage,
publishing, and printed media, television and radio,
sound and video recording and computer games.
Lamza – Maronić, Glavaš, and Mavrin (2010) point
out that creative industries can be defined as “human activities that by incorporating specific skills,
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creativity, knowledge and technology generate
products and services, i.e. contents aimed at providing information, education and entertainment, and
indirectly generate employment and financial capital”. According to Hölz, there are three basic components that connect all the different definitions of
creative industries (2005):
a) Economic activity directly related to the world
of art (visual arts, performing arts, literature and
publishing, museums, galleries, cultural heritage
...)
b) Activities related to the media (press, publishingtraditional and digital media);
c) Activities related to design (architecture, industrial design, fashion and product design).

2.1.1 Characteristics of Creative Industries
The sector of creative industries is very heterogeneous because it covers diverse industries such as media, music, and film as well as artistic crafts based
on handmade items. Despite these differences,
Jovičić and Mikić (2006) find that all creative industries have two main characteristics in common: they
are extremely risky businesses, and their products
serve as a semi-public good.
According to David Hesmondhalgh (2002), creators
in the creative industries have a high degree of freedom in their work while designing creative content.

2.1.2 The Importance of Creative Industries
Considering their extreme popularity in the EU and
across the world, creative industries have multiple
imports reflected on a number of levels, as listed
below.
According to Goldstein (2010), the multiple imaports of creative industries are:
a) Cultural and social strength of the society;
b) Ability to propel creative capital and creative
workers;
c) Economic multiplier effect, the so-called “ripple
effect”;
d) Clusters.
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The cultural and social strength of the society refers
to social inclusion and cultural diversification that
affect the empowerment of people and the evaluation of individual creativity and diversity. This
means that the creative industries are trying to attract as many people as possible and involve them in
those creative sectors that interest them the most.
They affect the quality of life because incomes in the
creative industries are often higher than average,
the availability of education and training is increasing, and recreation and entertainment opportunities are expanding for both the locals and the visitors. Employment opportunities and ties between
the creative industries and the local community are
increasing thanks to social inclusion that strengthens the community itself.
The movement of creative capital and creative
workers highlights the multiple and dynamic roles
of authors, creators, and artists that provides new
access to jobs and results in the emergence of new
creative products and services striving to attract as
many people as possible who would use their creative products and services.
The economic multiplier of the so-called “ripple effect” promotes economic growth, opens jobs and
leads to exports in sectors where there was none
before, thus supporting urban regeneration, which
primarily refers to new urban planning and regeneration of the existing populated and developed areas.
The clusters represent a new fast-growing sector in
which associations are formed consisting of similar,
but disparate business systems in the field of creative industries. Joining forces makes their position
in the global market easier.

2.2 Museum marketing
According to Kotler et al. (2008) and French and Runyard (2011), museum marketing has been around
since the 1970s. According to Šola (2001), a structured and elaborate marketing has been present in
the museum industry since the 1980s.
According to Kotler (ibid. 2008), “every museum
faces markets and publics with which it develops relationships. Indeed, it can be argued that museums,
especially large ones, are among the most complex
and variegated of organizations, embracing many
constituencies and audiences to whom managers
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and staff must respond. The multiplicity of constituencies alone suggests the importance of marketing
applications in museums. The purpose of marketing is to offer museum consumers as much value as
possible for the cost of visiting museums. Museums
need marketing because they face substantial competition among a whole range of alternative leisure
choices and decreasing leisure time. Museums have
turned to marketing because if offers theory, tools,
and skills that will enable them to increase audiences, build relationships with stakeholders, and
increase revenue streams.”
Because marketing is an exchange process for museums, theory, tools and skills can improve the exchange.
According to Kotler (ibid. 2008), “marketing is an
exchange process among consumers, museums and
competitors. The consumer has needs to fulfil and
information to acquire regarding the benefits of a
museum visit. A museum has to offer unique and
distinctive value that is less obtainable from other
museums and leisure venues. The value of a visit is a
bundle of benefits, quality, and service, experience,
and price that a consumer considers in choosing to
visit a museum. If the value is high enough (the benefits exceed the costs), a consumer is anticipated to
respond positively to a museum and its offerings”.
A successful museum can be recognized by its identity, which not only comprises exclusive collections
and exhibitions, research and scientific work, but
also establishes relationships with the public, being
a way of communication that starts with recognition, a unique graphic identity addressing the public
through a deliberate, systematic cooperation with
the media. Museums must constantly evaluate the
visitors’ perception of the effects of their activities
and their presence in the media (Žilber, 2005).
According to Šola (ibid.), museum marketing is performed through:
• Public relations;
• Campaigns;
• Trade fairs;
• Telemarketing;
• Newspapers;
• Advertisements;
• Billboards;
• Museum stores, etc.

According to Buljubašić (2015), it is very important
for museums to implement marketing because it
can help their visibility.

2.2.1 Conventional vs. unconventional marketing
methods
The definition of guerrilla marketing as introduced
by Levinson (1984) is both pioneering and persistent: an unconventional system of small or very
low-budget communication that relies on the imagination – sometimes flirting with the limits of
regulations and/or ethics – rather than on financial meanings (Cova, Saucet, 2014: 4). According to
Castronovo and Huang (2012) and Ay et al. (2010),
guerrilla marketing is a low-cost marketing strategy.
Unconventional marketing puts imagination and
creative ideas first.
Guerrilla marketing is today the subject of interest
for many scientists (and practitioners such as entrepreneurs, managers, etc.), but Hutter et al. (2010)
and Kuttelwascher (2010) find that it has not yet
been sufficiently analysed scientifically. According
to Anlager et al. (2013) and Baack et al. (2008), guerrilla marketing is a synonym for unconventional
marketing.

2.2.2 Promotion as a part of marketing
Promotion is one of the elements of the marketing
mix, and its task is to create awareness about the
product or service on the market, provide basic and
additional information about the product or service, and develop consumers’ preferences toward
products or services (Ekonomski leksikon, 2011).
According to Meler (1997), promotion in a broader
sense is a concept for the improvement of something, and in a narrower sense, it is an element of
the marketing mix.
All activities that send out a message about the
product or service and its qualities to target customers, and attempt to persuade them to buy the
product or service (Kotler et al., 2006) can be included in the term “promotion”. Promotion implies
the existence of communication with target groups,
and the very concept of communication implies the
transfer of messages from the source to the receiv-
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ers’ communication channels (Alfirević et al., 2013).
With promotion, an organization must attract attention, convey a consistent message, and, most of
all, provide a customer or user with a reason to buy
its product rather than the product or the service
of the rival company. Marketing communication
is actually planning, implementation, and control
of communication activities related to the sender
of messages, promoting the accomplishment of
marketing objectives. Communication should be
planned, and there are a series of steps. The first step
is to identify the target audience, and the second is
to identify the communication goals and the marketing communication budget. The next step is to
create the message (content and design) and choose
the appropriate media whereby most members of
the target group could be reached with a minimal
cost. The final step is to deliver the message and
control its effect using feedback (Kotler et al., 2006).
All marketing activities need to be coordinated and
combined into a single unit, called “integrated marketing communications”, which calls for alignment
of all means of promotion (advertising, personal
selling, sales promotion, public relations and direct
marketing) and the channels they use (Alfirević et
al., 2013).
According to Alfirević (ibid. 2013.), advertising is
the most famous form of promotion. It can be defined as paid communication with the target group
by means of advertisements delivered via appropriate media like newspapers, radio, TV, websites, etc.
Promotion includes not only communication with
suppliers or customers, but also communication
with the employees to ensure their training, as well
as communication with customers or users to ensure that they recognize their skills. Communication with donors, sponsors, etc. is important to ensure they can recognize the value of an organization
and agree to finance it.
According to French & Runyard (2011), “promotion
is the visible part of the marketing process and today it is not just about advertising. New technology
has not replaced traditional methods of promotion,
just added new layers, calling for greater skills and
adaptability from marketers and PR professionals”.
Kotler et al. (2008) state that promotion assumes
many forms, including advertising, public relations,
and direct marketing.
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2.3 Hypothesis
This paper is based on the following hypothesis:
H0: There is no statistically significant difference in
the application of conventional and unconventional
marketing methods that would affect the attendance of the museum.

3. The museum as a part of creative industries
According to the International Council of Museums
(ICOM website http://icom.museum/the-vision/
museum-definition/), a museum is a non-profit,
permanent institution in the service of society and
its development, open to the public, which acquires,
conserves, researches, communicates and exhibits
the tangible and intangible heritage of humanity
and its environment for the purposes of education,
study, and enjoyment.
There are many different definitions of museums,
one of which defines a museum as an institution
that gathers, preserves, studies and exhibits the collection of works of art, historical artefacts, technical
objects etc. (Anić, Goldstein, 2002).
From the perspective of the creative industries,
museums belong to the visual arts sector and play
a particularly important role in making art accessible to all. One of the main characteristics of creative
industries is their intensive use of information and
communication technologies. Since the museums
are increasingly using information and communication technologies, by extension they are a part of
the creative industries. Museums are experimenting with technology to enhance access to their collections, enrich visitors’ experience, and develop
their educational role. Social media and electronic
devices have enabled museums to provide complementary and real-time information while the visitor
walks around the venue. Digital devices offer visitors a chance to discover far more about the artefacts on display and experience the artefacts in new
ways. For example, on the Louvre’s website, visitors
can zoom in on masterpieces and tour virtual galleries. European museums are also experimenting
with new types of collaboration, including branding and sharing of collections, i.e. the opening of the
Louvre in Abu Dhabi, The Guggenheim Bilbao Museum, and similar ventures.
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Information and communication technology provides wider access to visual arts in museums and
brings many other benefits. For example, it can
certainly attract and intrigue visitors, enabling an
online display of certain parts of exhibits, an interactive walk through a museum, and many other interesting things.
Sometimes, the use of information and communication technologies is a concern because of intellectual property protection issues. In fact, the use of
information and communication technologies has
made it easy to copy many works of art. This is an alleviating circumstance for the museums when they
want to share a public exhibition/collection on the
one hand and an aggravating circumstance on the
other because it poses a threat to earnings. For example, contemporary artists, especially those using
photographic techniques, are easy to plagiarize. The
use of information and communication technologies in museums is often questionable due to danger
of plagiarism of individual exhibits. However, the
use of information and communication technologies offers far greater advantages than disadvantages, and their use is highly recommended and even
inevitable because we are living in a digital age, in
which information and communication technologies play an essential role.
There are lots of different ways to attract visitors to
the exhibitions in museums. Both conventional and
unconventional marketing methods were applied in
the organization of promotional activities for the
retrospective exhibition “Uncompromising” by Julije Knifer at the Gallery of Fine Arts in Osijek in
March and April 2015. The results of the study produced during the two months of the exhibition will
show what attracted the most visitors, and whether
the unconventional marketing methods had any effect on attracting the visitors at all. Museums are
not isolated social and cultural institutions; they are
a very important segment of the creative industries.
Any cultural institution, museums included, strives
to increase attendance and become an agora, thereby increasing its revenue potential while ensuring
a stronger presence in the media and gaining more
attention devoted to the current and future audiences. Creativity has played a major role in bringing
art closer to museum visitors. The fact that creativity can be expressed through museums is demonstrated by many creative workshops organized for
the visitors during their visits to the museums.

The creative workshops that the museums organize
for their visitors and the dedication and hard work
of their employees are what makes the museums a
part of the creative industries. What makes a museum a part of the creative industries inter alia is the
diversity of its offer. There is a variety of events, e.g.
Night at the Museum and International Museum
Day, as well as certain exhibitions and projects. Major cultural exhibitions are especially appreciated
because they promote the wealth of cultural heritage that the museums preserve while occasionally
involving several different museums in some projects, along with major exhibitions, performances
by foreign artists and museum projects reinforcing
the connections between museum programmes and
other cultural activities in the presentation and promotion of their holdings, such as the music, theatre,
art, and motion picture industry.
Seven of the world’s most visited art museums are
in Europe, with Paris and London sporting three
apiece. The Louvre in Paris pulled in nearly ten million visitors in 2012, and all contenders drew more
than three million people, confirming the mass appeal of museums for both national and international
visitors. When questioned, the visitors of several
European museums told one study that they sought
entertainment and pleasure, education and training
and a gateway to history (Creating Growth, 2014).
According to Gurain (2006), there are five types of
museums:
a) Object-centred museums that focus on artefacts
and collections;
b) Narrative-centred museums that concentrate on
and emphasize the stories evoking feelings and
dramatic situations;
c) Client-centred museums that concentrate on the
audience and offer a variety of educational experiences for the different audience segments;
d) Community-centred museums that focus on local relationships, rooted in a community experience and lifestyle;
e) National museums, largely government-sponsored, having a broad scope and representing and
celebrating national character and values.
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4. Methodology, sample and data collection
Data were collected using a questionnaire in March
and April 2015. The respondents were visitors of the
Museum of Fine Arts in Osijek during Julije Knifer’s
retrospective exhibition “Uncompromising”. The
questionnaire consisted of closed-ended questions
about conventional and unconventional marketing
methods and their impact on the visitors (or lack
thereof ).
The data were collected by means of 171 questionnaires with a response rate of 100%. Most respondents were students from Osijek and its surroundings.
The results were processed by StatSoft, Inc. (2014)
and STATISTICA (a data analysis software system),
version 12. The Cochran Q Test was used in the descriptive analysis of the data to determine if there
are differences between two dependent variables.
The results reported are based on data obtained
from 171 questionnaires filled in by the respondents at the Museum of Fine Arts in Osijek in the
period between March 12, 2015 and April 30, 2015.
The respondents were mainly from the City of Osijek, Croatia, and all of them were the visitors of the
retrospective exhibition “Uncompromising”. The respondents were told that the primary purpose of the
study was to obtain information about their motivation to attend a museum exhibition.

5. Description of Respondents in the Sample
and Survey
Out of the total of 171 respondents, 76.61% were
female (131 in absolute figures). Most respondents
were between 22-32 years of age (51.5%), as shown
in Table 1.
Table 2 shows the frequency distribution of the
respondents’ levels of education. The levels of
education are classified according to the National
Standard Classification of Education (NSKO, Official Gazette, No. 105/2001), which is used in education statistics at the national level and is completely
comparable to the International Standard Classification of Education (ISCED 97: Statistical Yearbook
of the Republic of Croatia 2014; Croatian Bureau of
Statistics). Most of the respondents have completed
secondary education and enrolled in college. None
of the respondents were unemployed, but 66% were
students, as shown in Table 3.
Table 2 Frequency distribution of levels of education
Education degrees

Count
15

8.77

Upper secondary education

78

45.61

Undergraduate education

47

27.49

Master’s degree

25

14.62

Master of science

5

2.92

Doctorate of science

1

0.59

171

100%

Total

Table 1 Frequency distribution of age and gender

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
Age

14-21
Male
Gender
Female
Total

22-32

33-42

43-53

>54

Total

% within gender

32.5%

57.5%

7.5%

2.5%

100.0%

% within age

17.6%

26.1%

60.0%

50.0%

23.4%

% within gender

46.6%

49.6%

1.5%

0.8%

1.5%

100.0%

% within age

82.4%

73.9%

40.0%

50.0%

100.0%

76.6%

% within gender

43.3%

51.5%

2.9%

1.2%

1.2%

100.0%

Source: Calculation by the authors (Statistica, StatSoft, version 12)
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Table 3 Frequency distribution by employment
status
Employment status

Count

Pupil
Student

27

15.79

114

66.67

29

16.96

1

0.58

171

100%

Employed
Retiree
Total

Percent

Source: Calculation by the authors (Statistica,
StatSoft, version 12)

6. Research Results
The Likert scale assesses the frequency of use of
social networks, with 1 standing for “never” and 5
standing for “always”. Response frequency distribution is shown in Table 4.
Table 4 Response frequency distribution
Grade

Count

Percent

1

1

0.58

2

2

1.17

3

10

5.85

4

52

30.41

5

106

61.99

Total

171

100%

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
The respondents evaluated the frequency of their
use of social networks as 4.52 ± 0.71 (mean ± standard deviation), which leads us to the conclusion that
the majority of the respondents are frequent users
of social networks.

Table 5 The distribution of answers to the question “How did you find out about the retrospective
exhibition Uncompromising by Julije Knifer?”
Category
TV
Radio

Percent of
responses

Count

Percent of
respondents

12

4.00

7.06

9

3.00

5.29

Local
newspapers

16

5.33

9.41

Flyer or
poster

38

12.67

22.35

Recommendation

49

16.33

28.82

Social
network of
the Museum
of Fine Arts

51

17.00

30.00

Web portals

43

14.33

25.29

Ads on sugar packets1

25

8.33

14.71

Video
shown at the
cinema

1

0.33

0.59

Billboards

19

6.33

11.18

Something
else

37

12.33

21.76

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
Table 5 shows the distribution of answers to the
question “How did you find out about the retrospective exhibition ‘Uncompromising’ by Julije Knifer?” As shown above, 30% respondents chose “Social network of the Museum of Fine Arts” as the way
they found out about the exhibition.
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Table 6 Cochran’s Q test results for the variable
“How did you find out about the retrospective
exhibition ‘Uncompromising’ by Julije Knifer?”
Value
Total

171

Cochran’s Q

178.45

Df

10

Asymp.Sig

0.001

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
The results of the Cochran Q Test for the variable
“How did you find out about the retrospective exhibition ‘Uncompromising’ by Julije Knifer?” point
to differences between answers (p=0,001, which is
less than 0.05), which is indicative of differences
between conventional and unconventional marketing methods. The results are shown in Table 6.
A pairwise comparison using the continuity corrected version of the McNemar test shows that a
much higher number of respondents chose the answers “Flyer of poster”, “Recommendation”, “Social
network of the Museum of Fine Arts” than “TV”
or “Radio”. Also, more respondents choose the answers “Recommendation” and “Social network of
the Museum of Fine Arts” than “Local newspapers”,
and more respondents choose the answer “Web
portals” than “Billboards” or “Ads on sugar packets”.
The distribution of answers about conventional and
unconventional marketing methods is shown in Table 7, Table 8, and Table 9. Among all answers about
conventional marketing methods, “Web portals” is
ranked the first with 53.8%, and among all answers
about unconventional marketing methods, “Social
network of the Museum of Fine Arts” is ranked the
first with 27.9%.
Table 7 The distribution of answers about conventional and unconventional marketing methods
Category
Conventional
Unconventional

Count

Percent (in %)

80

30.42

183

69.58

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
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69.58% of the respondents supported unconventional marketing methods, giving rise to the conclusion that the majority of the respondents support
these marketing methods the most.
Table 8 The distribution of answers about conventional marketing methods
Category

Count

TV

Percent of
responses

Percent of
respondents

12

15

20.3

9

11.2

15.3

Local
newspapers

16

20

27.1

Web portals

43

53.8

72.9

Radio

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
Conventional marketing methods are also very important and indispensable in museum promotion,
but they are nevertheless supported by fewer visitors, as shown in Table 8. The most common conventional marketing method of museum promotion
is the web portal (72.9%), and the least common
are TV (20.3%), radio (15.3%) and local newspapers
(27.1%).
Table 9 The distribution of answers about unconventional marketing methods
Category

Count

Percent of
responses
(in %)

Percent of
respondents
(in %)

Flyer or poster

38

20.8

31.7

Recommendation

49

26.8

40.8

Social network
of the Museum
of Fine Arts

51

27.9

42.5

Ads on sugar
packets

25

13.7

20.8

1

0.5

0.8

19

10.4

15.8

Video shown at
the cinema
Billboard

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
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More respondents prefer unconventional marketing methods. Social networks (42.5%), recommendation (40.8%) and flyer or poster (31.7%) are the
most common.
Table 10 The distribution of answers to the question “What motivated you to visit Julije Knifer’s
retrospective exhibition?”
Answers

Count

Percent
of responses

Percent of
respondents

Exhibition of
paintings

50

27.32

29.24

Low ticket
prices

20

10.93

11.70

Creative marketing

52

28.42

30.41

Something else

60

33.33

35.67

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
The results of the Cochran Q Test for the variable
“What motivated you to visit Julije Knifer’s retrospective exhibition?” point to differences between
answers, Q=22.04598, df=4, p=0.000196. The distribution of answers to the question “What motivated
you to visit Julije Knifer’s retrospective exhibition?”
is shown in Table 10. 30.41% of the respondents
chose “Creative marketing”, which is 28.42% of all
183 selected responses. The conclusion is therefore
that promotion has a positive impact on museum
attendance.
The distribution of answers to the question “Will
you continue to visit the Museum of Fine Arts?” is
shown in Table 11.
Table 11 The distribution of answers to the question “Will you continue to visit the Museum of
Fine Arts?”
Answers

Count

Percent (in %)

Yes

165

96.5

No

6

3.5

Source: Calculation by the authors (Statistica,
StatSoft, version 12)

7. Discussion of hypothesis
H0: There is no statistically significant difference in
the application of conventional and unconventional
marketing methods that affect the attendance of the
museum.
Hypothesis H0 is rejected because research results
show that there is a statistically significant difference
in the use of conventional and unconventional marketing methods. Both methods are really important
for museum attendance and marketing in general,
but there is difference between the two. Hypothesis
H0 is rejected because the results of the Cochran Q
Test show that there is a difference between answers
(p=0.001, which is less than 0.05), which means that
there is a difference between conventional and unconventional marketing methods. These results are
shown in Table 6. A pairwise comparison using the
continuity corrected McNemar test showed that
a much higher number of respondents chose the
answers “Flyer of poster”, “Recommendation”, and
“Social network of the Museum of Fine Arts” than
“TV” or “Radio”. Also, more respondents chose the
answers “Recommendation” and “Social network
of the Museum of Fine Arts” than “Local newspapers”, and more respondents chose the answer “Web
portals” than “Billboards” or “Ads on sugar packets”.
The distribution of answers about conventional and
unconventional marketing methods is shown in Table 7, Table 8, and Table 9.
Creative and unconventional ways of promoting the
museum are supported by 99.42% of the respondents, as shown in Table 12.
Table 12 The distribution of answers to the question “Do you support creative and unconventional ways of promoting the museum?”
Answers

Count

Percent (in %)

Yes

170

99.4

No

1

0.6

Source: Calculation by the authors (Statistica,
StatSoft, version 12)
The distribution of answers to the question “How
will you follow the information related to the Museum of Fine Arts in the future?” is shown in Ta-
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ble 13 and shows that 78.36% of respondents chose
“Social networks”. It can therefore be concluded that
unconventional marketing methods have a greater
impact on museum attendance than conventional
ones.
Table 13 The distribution of answers to the
question “How will you follow the information
related to the Museum of Fine Arts in the future?”
Answers

Count

Percent of
responses

Percent of
respondents

Social
networks

134

57.26%

78.36%

Official
museum
website

63

26.92%

36.84%

Radio

8

3.42%

4.68%

Local
newspapers

17

7.26%

9.94%

Something
else

12

5.13%

7.02%

Source: Calculation by the authors (Statistica,
StatSoft, version 12)

8. Restrictions of the research process
There were several factors restricting the research
process.
Firstly, the visitors were disinterested in filling out
the questionnaire about the exhibition. Secondly,
the study was carried out in the city of Osijek, which
does not have a developed cultural scene and whose
citizens have not developed an awareness of visiting cultural institutions and exhibitions. Thirdly,
the sample was also a restricting factor, since most
of the respondents were students from the area of
Osijek and its surroundings. This restriction is a
result of minimal financial resources for the study
of unconventional marketing methods. The results
obtained by the study can be used to draw indicative
conclusions, but in order to get a complete picture,
we would have to do a nationwide study or a study
in several major cities that have many cultural institutions, and then compare the results. The fourth
restricting factor is the fact that most cultural insti120

tutions rarely used marketing, especially unconventional marketing methods, so it was very difficult
to assess their effect on attendance. The research is
also restricted by the lack of previous research in
Croatia with which the results of this study could
be compared.

9. Conclusion
The paper presented the results of a survey about
promotional activity related to the attendance of a
retrospective exhibition at the Museum of Fine Arts
in Osijek in March and April 2015. Also, the visitors
were asked about their opinion about the museum
and the promotional marketing activity.
The importance of the research is based on the fact
that cultural institutions in the City of Osijek have
used marketing activities very rarely, both conventional and unconventional forms of promotion.
Although marketing activities are rarely used by
cultural institutions, the results demonstrate that
unconventional forms of promotion such as social
media (17%) are a necessary and logical choice to
attract existing and new museum visitors. In the
turbulent business environment of today, characterised by fierce competition, creative marketing
in museums as a part of the creative industries can
help improve the business performance of museums, the marketing position of museums, and communication with the visitors.
The survey and the results presented in this paper were focused on some aspects of conventional
and unconventional forms of promotion only. The
results show that unconventional forms of promotion are suitable for museum marketing. Also, most
respondents believe that unconventional marketing
methods (69.58%) had a greater impact on their decision to visit the exhibition than the other forms of
marketing, as shown in Tables 6 and 8.
To attract more visitors and develop their business
in a successful direction, museums must combine
creative marketing with changes in the environment and adapt their activities to the demands of
the market. The simplest and the most effective way
to accomplish this is to use creative marketing, with
special emphasis on unconventional promotional
activities like social media, ads on sugar packets,
etc.
The greatest contribution of this paper is that it
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shows that similar research has so far not been carried out in the Republic of Croatia. It could therefore serve as a starting point for similar future research in the field of application of unconventional
marketing methods in cultural institutions that are
a part of the creative industries.

Our suggestion for future research is to carry out
similar surveys at other cultural institutions in the
City of Osijek like theatres or galleries, and in other
Croatian cities whose culture scenes are better developed than Osijek’s.
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(Endnotes)
1

Ads printed on sugar packets served with coffee at cafes were one of the unconventional methods of promotion used in the project.
A meander, the main motive in Julije Knifer’s work displayed at the exhibition, was printed on one side of the sugar packet, and
information about the exhibition was printed on the other. The packets were distributed in some cafes in Osijek.
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Utjecaj promocije u kreativnim industrijama
– slučaj posjećenosti muzeja
Sažetak
U današnjim kriznim vremenima pojedine kulturne institucije u Republici Hrvatskoj imaju poteškoća u
privlačenju posjetitelja, stoga su odlučile upotrijebiti kreativne i nekonvencionalne oblike promocije. Promocija je jedan od najpopularnijih, najraširenijih i najutjecajnijih elemenata marketinga. Promocija također
ima važnu ulogu u kulturnim institucijama jer može privući veliki broj posjetitelja. Sukladno tome, u ovome
radu glavni naglasak je stavljen na konvencionalne i nekonvencionalne oblike promocija u muzejima kao dijelovima kreativnih industrija. Kreativne industrije u današnje vrijeme postaju sve važnije, a muzeji kao dio
vizualnog sektora u kreativnim industrijama također postaju sve popularniji zahvaljujući promociji. Prema
tome, u ožujku i travnju 2015. godine provedeno je istraživanje među posjetiteljima u Muzeju likovnih umjetnosti u Osijeku za vrijeme trajanja retrospektivne izložbe Julija Knifera pod nazivom „Bez kompromisa“.
Istraživanje je provedeno anketnim upitnikom koji se sastojao od zatvorenih tipova pitanja o konvencionalnim i nekonvencionalnim oblicima promocije te kako su i jesu li one utjecale na privlačenje posjetitelja.
Autorice ovoga rada su i same sudjelovale u organizaciji promotivnih aktivnosti za izložbu te su primijenile
određene konvencionalne i nekonvencionalne oblike promocije kako bi uvidjele jesu li one uopće utjecale
ili nisu utjecale na posjećenost muzeja. Rezultati istraživanja su pokazali da promocija ima pozitivan utjecaj
na posjećenost muzeja, a nekonvencionalni oblici promocije imaju značajniji utjecaj od konvencionalnih
oblika promocije.
Ključne riječi: kreativna industrija, muzej, muzejski marketing, promocija, marketing u kulturi
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FINANCING THE THEATRE:
THE ROLE OF MANAGEMENT
AND THE STATE
Abstract
At a time when public funding of culture is being reduced and increasing attention is being paid to profitability, it is essential to apply an entrepreneurial mindset and management principles to the guidance and
the financing of cultural institutions.
This paper focuses on the theatre funding scheme and presents a survey analysing the structure of funding
theatres in Croatia by weighting budgetary and commercial funding, as well as analyses possible measures
to be implemented in order to improve the theatre funding model. A survey was conducted in 2015, which
found that public theatres are predominantly funded by budgetary resources (62.14%), while the most important part of the revenue and income section of private theatres originates from selling their own products and services (43.99%). Theatres believe that budgetary resources still need to remain the dominant
sources of funding, but in order to increase the level of operational excellence, a change of direction would
be necessary towards one’s own resources, including donations and sponsorships. At the same time, better solutions in terms of increasing tax incentives and tax deductions for both donations and sponsorships
would result in an increase in their importance in the financing of theatres.
The impact of state action on the funding and operation of theatres is unquestionable, but in theatres there
is a need for developing a working knowledge in the fields of management and entrepreneurship in order to
gradually reduce dependence, particularly of public theatres, on state action.
Keywords: Theatre funding, fundraising, budgetary funding, management
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1. Preliminary considerations
Theatres are non-profit, legally regulated organisations, whose business is, inter alia, based on meeting the needs of users, i.e., the wider community
within which they operate. Although profit is not
their primary objective, the modern age that is led
by market principles, requires theatres to operate as
for-profit business entities.
Due to the global financial crisis and the reduction of public funding, finding additional sources of
funding for cultural institutions1 seems to be more
necessary than ever before, and “the main task of
arts managers is to secure the financial welfare of
their art organisation” (Kuesters, 2010: 46). At such
times, for the theatre to fulfil its mission and to establish the quality and quantity of its activities, theatre
managers need to make more effort. Faced with this
reality, theatres and cultural institutions must create and provide additional income and in some way
become, as Krivošejev (2012) calls them, “organisations that make money” although profit is not the
primary objective of the theatre.2 The importance
of developing fundraising skills is therefore evident
as this could enable a productive and continuous
operation of cultural organisations3 and provide
them with the necessary adjustments to rapid social
changes. In doing so, theatres should also focus on
funding from commercial sources (their own revenues, donations and sponsorships), and should not
solely rely on budgetary resources. “This includes
operating on the given financial budget as well as
refunding a part of the budget through ticket sales,
etc., as well as generating additional funds from
private donors. These activities are highly linked
with another important task: creating an impeccable image (e.g., avant-garde, independent, popular) of their arts institution in the eyes of actual or
potential financers, of the media, and of arts audiences to obtain legitimacy” (Kuesters, 2010: 46). By
generating additional funds, theatres would ensure
financial stability and sustainability, independence
of one source of funding, but also certain control
and a possibility of planning future operation on a
long-term basis.
However, changing a long-standing business concept is not simple and without any difficulty in the
implementation, which is evident from the experience of other countries. Wilson and Stokes (2005)
conducted research in the UK music industry with
126

the aim to uncover the main problems experienced
by music businesses with regard to access to finance, where they identified the problem in general
understanding of the music business by financiers.
The entrepreneurs in the music industry are often
considered unprofessional and music enterprises
themselves are reluctant to debt financing. “Such
negative forces can be countered by cultural entrepreneurs with enhanced business communication
skills, an external focus, and appropriate promotional strategies. In effect, successful cultural entrepreneurship demands managing creativity and
managing innovation” (Wilson, Stokes, 2005: 374375).
The aim of this paper is to determine the situation
and identify prerequisites for the development of
more diversifying funding for theatres in Croatia. To
this end, a survey was conducted in 2015 on a sample of 41.6% (i.e., 52) of public and private theatres
operating in Croatia. The basic starting assumption
was that the theatres in Croatia are predominantly
funded by budgetary resources, and that they are
not focused on fundraising and funding by nonbudgetary resources. Against this background, the
following hypotheses were set up:
1. There is no significant difference in the scheme
of funding public and private theatres since theatres are predominantly funded by budgetary resources;
2. Theatres believe that the state should encourage
the theatre scene by increasing resource allocations and that theatres should be directed towards budget funding in the future as well;
3. A better legal framework and greater tax incentives and exemptions would lead to increased
investment of donor and sponsor resources in
theatres.
This paper is organised as follows. Section 2 gives
a theoretical overview of the characteristics of the
theatre and its financing while Sections 3 and 4
show research methodology, analysis and results,
respectively. Section 5 provides a discussion and
recommendations with regard to research results as
well as recommendations for improving the statebusiness sector-theatre relationship. A conclusion
is given in the last section, i.e., Section 6.
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2. Theoretical considerations on theatre
funding
According to the Theatres Act,4 theatres may be either public and private, and they prepare, organise
and carry out public performances of dramatic, musical and theatrical productions, puppetry and other stage productions (hereinafter referred to as: ‘the
performing arts’). Croatia and its local and regional
self-government entities establish public theatres,
which can be national, county, city and municipal
theatres. Private theatres can be established by Croatian and foreign natural and legal persons and may
be registered as a (private) institution, a company or
an arts organisation.
A total of 160 theatres are currently registered in
the Register of Theatres5 of Croatia, of which 32
are public theatres (including five national theatres)
and 128 private theatres. By the 2008 decision of the
Ministry of Culture, financial resources within the
framework of a tender for funding public needs in
culture in Croatia can be allocated only to theatres
officially registered in the Register of Theatres.
“The problems that exist in today’s culture, especially great pressure on public finances and the lack
of market dimensionality of cultural programmes,
are the result of the system of financing culture in
the previous periods, which was determined by the
social and economic system of the country” (Mikić,
2011: 87). Countries in which the democratic system was implemented earlier have quickly introduced an open market and a larger share of private
resources in the financing of culture. In view of the
current system of cultural financing, it may be concluded that Croatia is in the transition process when
it comes to culture management and market adjustment (Antolović, 2010; Balog, 2010; Lukić, 2005).
Theatre funding in Croatia can be viewed in the
context of the following sources of financing: budget funding (public funds), corporate support (donations and sponsorships) and theatre’s own income.

2.1 Budget funding
Culture is an area of public interest and as such it is
part of the public sector, where many of the cultural
institutions are owned by the state, counties or cities. Antolović (2013) states that an outdated system
of financing culture and its activities is in force in
Croatia, which year after year requires an increasing
share of budgetary resources to cover the costs of
public needs.6 Where there exists this kind of dependence, there is a risk of suppressing the competitive spirit and the fight for market share. Most cultural activities in Croatia “live” outside markets and
hence there is a need for implementation of modern
principles of business operation and management,
which includes strategic planning, financial management, quality marketing, market research, etc.,
that would contribute to funding based on market
principles (their own income, developing a good
relationship with the environment, i.e., mostly with
economic operators with a view to obtaining donations and long-term sponsorship agreements) and
ensure a mixed funding system as a useful foundation for further growth and development.
A drop in the budgetary resources available for the
financing of culture was recorded in the period
2011-2015. In 2011, the budget of the Ministry of
Culture was HRK 953 million, while in 2015, this
amount was reduced by 3.6%, i.e., it was over HRK
2.8 million less and totalled HRK 867 million (i.e.,
0.79% of the total budget of Croatia in 2015)7.
Graph 1 shows the structure and fluctuations in the
financing of theatres and the performing arts in the
past five years, where, despite a slight recovery in
2015, investment in culture has still not reached the
total funding for culture in 2011.
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Graph 1 The structure of funding theatres and the performing arts from the budget of the Croatian
Ministry of Culture (2011 – 2015)

Source: The authors, according to the data referring
to the budget of the Ministry of Culture for the years
2011, 2012, 2013, 2014 and 2015, respectively.8
Graph 1 shows that the most significant part of
the budget of the Croatian Ministry of Culture for
theatres and the performing arts is directed towards
funding the Croatian National Theatre in Zagreb9.
With a share of 64.5%, it is the largest single beneficiary of funds allocated to theatres from the budget
of the Ministry of Culture, and the funds allocated
to this theatre are three times larger than those allocated to the overall programme activity.
Lončar (2013) believes that the financing of theatres
in Croatia is sufficient and that the system, as it is
today, would not substantially change even if funding were increased. She substantiates the aforementioned by the fact that the present funding system
does not encourage programmes tailored to meet
the needs of visitors and that greater financial resources would result in the same (average) theatre
programme. Klaić (2008) believes that the criterion
of excellence does not apply to public theatres and
that many theatres have lost their prestige, vitality,
and hence the audience.
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Therefore, without establishing relevant criteria
for funding programme activities, the existing approach to funding represents a constraint on achieving excellence on the cultural scene and developing
programmes tailored to meet the needs of visitors.
Regarding the issue of funding culture and selecting programmes for funding in the United Kingdom
“the fundamental problem is one of relating the aspiration of the DCMS10 to increase access to the
grant-aided arts and heritage organisations to the
latter’s strong interest in promoting activities that
satisfy the peer-group assessment of their managers and advisers as to what is in ‘the public interest’. This aspiration, if it has anything to do with
taxpayer/voter interest in the arts, could logically
entail a major shifting of funds between art forms,
such as preventing the ‘top-slicing’ of the arts budgets by entrenched ‘national’ companies, museums
and galleries and encouraging art forms that more
directly involve those who are supposed to benefit
from them” (Peacock, 2000: 201-202).
The former Minister of Culture, Mrs Zlatar Violić,
warned about an inadequate system of funding in
Croatia and said: “It is a devastating situation in
Croatia as a whole that more than 90 percent of all
programmes funded in culture are funded by budgetary resources.
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Table 1 Public expenditure on culture by levels of public sector, 1999 – 2000 and 2009 – 2013
(expressed in %)
Year
Level of
public sector

1999

2000

2009

2010

2011

2012

2013

Ministry of Culture

38%

43%

42%

43%

41%

37%

38%

Cities

30%

27%

25%

28%%

29%

32%

32%

City of Zagreb

24%

22%

26%

22%

23%

22%

22%

Counties

5%

5%

4%

4%

4%

4%

4%

Municipalities

3%

3%

3%

3%

3%

5%

4%

100%

100%

100%

100%

100%

100%

100%

Total

Source: Primorac, J., Švob-Dokić, N., Obuljen, N.
(2015), “Croatia / 6.2 Public cultural expenditure”,
Compendium of Cultural Policies and Trends in Europe, Available at: http://www.culturalpolicies.net/
web/croatia.php?aid=622&curln=104 (Accessed on:
January 20, 2016)
It is also devastating that in Croatia there are only
two sources of funding, i.e., at city and national
level, since counties and municipalities participate
in the total amount by only four percent.”11 This is
confirmed by the following data:
According to Table 1, counties and municipalities
have a low share in the financing of culture, up to
5%. Because of this, we can see the need for “regionalisation and decentralisation of the financing
of culture as an important trend providing greater
flexibility and management of cultural institutions
and activities” (Varbanova, 2003: 1)12. An example
of regionalisation of cultural financing is Germany:
“The state distributes a given sum to the cultural
regions, taking into consideration their individual
size, financial strength and the existing cultural infrastructure of regional—in contrast to only local—
importance” (Wolf-Csanády, 1999: 260). The same
author also states the budget allocation criterion:
“Not all the institutions and initiatives receive the
same support but rather they are evaluated every
year and categorised. The categorisation reflects the
general performance of the individual institutions
and initiatives with regard to appeal to the public,
quality of services and user-friendliness, economic
efficiency and innovative management, etc. as well
as the strategic importance of the institution or project for the cultural life in the region. If a cultural

institution or initiative improves its general performance it may be put in a higher category—which
means receiving a higher grant—the following year.
If its general performance deteriorates, it may well
end up in a lower category—receiving a smaller
grant—or fall out of the support scheme altogether”
(Wolf-Csanády, 1999: 263). This shows a regulated
system of criteria established for the allocation of
funds from the budget that could be applied in Croatia.
The basic regulation governing the Croatian system
of financing culture is the Act on Financing Public
Needs in Culture13. It stipulates that culture programmes falling within the scope of public needs
whose funding is provided by the budgets of the
state and local government and self-government
units are established at national, local and regional
levels. The Ministry of Culture has laid down the
Regulations on programmes of public needs in culture14 in which it is defined that the process of identifying cultural programmes of interest to Croatia
and categorising them as programmes of public
needs in culture is carried out through a call for proposals for programmes of public needs in culture.
The programme of public needs in culture foresees
the resources necessary for the operation of entities
in the field of culture, which includes funding of the
programme and overhead costs, as well as funding
of investments and investment maintenance, ensured by the founder pursuant to the Theatres Act
(Art. 12) based on the accepted draft programme
and financial plan.15
The system of financing theatres in Croatia is based
on an annual allocation of financial resources, with
the obligation of sending the work plan for the upcoming fiscal year. Such a way of funding is often
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uncertain, given that there is a degree of uncertainty
as to the amount of funds approved to be disbursed
from the budget to finance theatre operation and
programmes. The budget is not tightly defined for
the whole year, but it is subject to revisions and
adjustments to the amount available for specific
purposes, including the financing of cultural institutions. Because of this, it is necessary to take
into account long-term financing and start making financial plans for longer periods of time (such
as Scandinavian countries, with a period of four
years)16 in order to make not only theatres but also
cultural institutions able to adopt a strategy aimed
at acquiring additional resources to fund their
planned programmes. In doing so, such approach
requires the need to introduce strategic planning
and recruitment of trained personnel.

2.2 Corporate support
One of the possible sources of theatre funding is
corporate support or funding from the business
sector where there are two basic forms, i.e., donations and sponsorships. Donation is a voluntary and
unconditional gift (in the form of money, services
or goods) for a socially beneficial purpose, where
the donor neither asks for nor expects any service
in return. Sponsorship is a mutually beneficial relationship in which the sponsor receives something
in return (usually promotion) for the provision of
support (in the form of money, goods or services).
The Civil Obligations Act lays down that “a donation agreement occurs when the donor agrees to
pass a thing or a property right to the donee without
anything given in return, and the donee accepts it”.17
The tax status of donations or grants is defined by
the Corporate Income Tax Act, where “donations or
grants are tax deductible when they are made in the
country for cultural, scientific, educational, health,
humanitarian, sports, religious, environmental and
other generally beneficial purposes to associations
and other persons that perform these activities in
accordance with special regulations and these may
not exceed 2% of total income earned in the previous year”.18
To make a donation or grant tax deductible, the
purpose it is given for or the activity of the donee
must comply with acceptable purposes and activi130

ties defined by the Corporate Income Tax Act which
also includes “other generally beneficial purposes”.
The authors dealing with this topic (Milinović,
2008; Horvat Jurjec, 2014; Lončar-Galek, 2012)
point out that this is an imprecise definition which
necessitates approval and opinion of the Ministry
of Finance on the recognition of tax deductible expenses for the activity or purpose that is generally
beneficial.
However, in spite of the simple structure, the relationship between the donor and the donee is complex, which is confirmed by the following statement
“… in the relationship between an arts institution
and its donors, the deficit also becomes an important indicator. If an institution is reliant on private
donations, it does not want its annual report to
ever show a surplus because there would then be
no reason to give. Conversely, the institution does
not want to show a deficit that is too large, because
then it might seem fiscally irresponsible” (Schuster,
1997: 259). Within this context, donors often ask for
financial statements of cultural institutions to verify
their financial position and the ability of the donee
to implement the planned project.
Unlike donations, sponsorship implies a contractual business relationship in which the sponsor
gives some funds (in the form of money, goods or
services) in exchange for certain services returned
by the beneficiary. Most of these services are related to marketing and promotion. Tax regulations
of Croatia differentiate between sponsorship and
donation. Pursuant to the Corporate Income Tax
Regulations19, funding in return for which a company, a product or a sponsor logo is promoted, is not
a donation. Advertising sponsorships are recorded
as advertising costs and are tax deductible. In addition, evidence must be produced to prove that the
promotion was actually made. This is usually the
invoice for promotion services.
Donation and sponsorship funds are considered to
be commercial funding sources that contribute to
the financial viability of the theatre, as well as its
community involvement. In addition to financial
benefits, the income of a business entity allows certain non-financial benefits such as a partnership in
community and environmental development, additional performances and guest appearances, “image
transfer”,20 greater freedom of action, creative development, credibility,21 etc. In addition to increasing
(high-quality) theatre offers, it has a positive effect
on increasing employment of new production staff,
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which, broadly speaking, means that, in addition to
the theatre, corporate support as such also contributes to the economy, economic development and
the community as a whole. Balog (2010) believes
that mutual cooperation between a cultural institution and a business entity can contribute to a better
mutual understanding of the activities and the mission as well as to correct corporate behaviour, i.e.,
he believes that the interaction of a cultural institution and entrepreneurship is likely to gradually implement some of the elements of market economy
while entrepreneurs will become more aware of the
importance of their social role and responsibility.
Morel (2005), who analysed corporate support of
the arts in France, believes that tax incentives alone
cannot induce the desired generous behaviour and
that a minimum level of legitimacy is needed to
boost private financing of the arts and culture. In
order to attract business sector support, theatres
(as well as other cultural institutions) must turn to
entrepreneurial thinking22 and apply management
principles (Tomova, 2004; Krivošejev, 2012; Varbanova, 2003). Leading people in the cultural sector should have a dual role, i.e., artistic vision of the
sense of art and business skills and competencies
(Varbanova, 2003). “Principles of rationalisation and
efficiency are unavoidable and today in Europe they
are seen as the main principles of entrepreneurial
management of the cultural sector. Entrepreneurial
skills of managers who work in culture, their innovative capacity to solve business problems, ability to
take risks, improvise, be flexible and find creative
ways to generate the financial resources necessary
for the growth and development of the organisation - all of these are the constituent elements of the
cultural system funding reform” (Mikić, 2011: 101).
Accordingly, the most important role in the financing and efficiency of theatres and culture in general
is played by their managers, not the state.

vals), which is not sold, but the ticket is sold, which
allows the audience to experience a work of art and
therefore the tickets are purchased at the box office.
Here we can also include income generated by
some additional services offered by cultural institutions (such as souvenir shops,23 libraries, cafes, restaurants) and the provision of certain professional
services. Acquiring funds through an audience is
considered to be a real commercial source “... just
like for any other product, people are the market in
both cultural and theatre marketing. People, audiences, that is the market the theatre ‘lives’ and exists
for, because if they did not exist, the theatre would
not have its meaning. Therefore, it is up to the theatres to know/recognise the characteristics of their
audiences, their desires, motives and interests, with
the aim of attracting and retaining them. Theatre
is considered to have the most flexible product
for generating its own income, but also for getting
corporate support, because there is an audience”
(Mcllroy, 2001: 23). Its own income arising from the
sale of tickets should constitute the most important
indicator of theatre business performance and be a
criterion for the allocation of budget funding.

3. Research methodology
This paper presents the results of research conducted during 2015 on a sample of 41.6% of private
and public theatres performing theatrical activity in
Croatia. The aim of this research was to set up a distribution between public and commercial sources
of financing theatrical activities (budget funding,
corporate support and own income) and to determine necessary government activities to be carried
out within the framework of funding and stimulating theatrical production.
The study was conducted through a questionnaire.
The sample included 125 active theatres, i.e., 31
public and 94 private theatres.

2.3 Theatre’s own income
The most comprehensive definition of a cultural institution’s own income is given by Krivošejev (2012),
who says that these are revenues generated by the
institution, organisation or event by selling their
primary and peripheral products. The main cultural
and artistic product is an “artistic event” (theatre
performances, concerts, museum exhibitions, festi-

Out of the total number of those theatres that responded to the questionnaire (i.e., 52), there are
13 public theatres and 39 private theatres. The response rate to the survey was as follows: 42% of
public and 41.48% of private theatres took part in
this research.
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Table 2 shows the structure of surveyed theatres by their legal organisational structure and status.
Number of
theatres (%)
Legal and organisational
structure of the theatre

Status of the theatre

Arts organisation

39 (75%)

Institution

13 (25%)

Private theatre

39 (75%)

Public theatre

13 (25%)

C.I.

p*

(61.05%-85.96%)

<0.001

(61.05%-85.96%)

<0.001

*Binomial test, C.I. - a 95% confidence interval

Source: Results of research conducted within the
framework of a doctoral dissertation; Mihaljević
(2015: 176)
Statistical analysis was performed by the SPSS software using descriptive analysis, parametric and
non-parametric tests. The level of statistical significance was accepted for p<0.05, while the results are
presented in tables and graphs.

Graph 2 The average value of individual sources
of financing in total theatre revenues (expressed
in %)

4. Research results
This research analysed the share of theatre funding
referring to public funding, donations, sponsorships, theatre’s own income and other. Other sources of funding relate to e.g. EU funds. The structure
of total revenues is shown in Graph 2.
It is clear from the graph that public funding is on
average the major source of financing in all theatres
surveyed and it makes up 43.61% of total theatre
revenues. Then follow the theatre’s own income
(38.85%), donations (7.15%), sponsorships (3.98%)
and other (4.38%). From the given structure, it can
be noticed that theatres are least financed by sponsorships.

Source: Results of research conducted within the framework of a doctoral dissertation; Mihaljević (2015:
179)
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Table 3 The share of individual sources of finance in total revenues by the status of theatre
Private theatres
Arithmetic mean
Public funds

Public theatres

Median
(25% – 75%)

Arithmetic mean

Median
(25% – 75%)

37.44

35 (5 – 60)

62.14

70 (43 – 80)

Donations

8.78

5 (0 – 10)

2.25

0.05 (0 – 5)

Sponsorships

4.55

0 (0 – 5)

2.25

1 (0 – 3)

43.99

50 (10 – 65)

23.44

4.68

0 (0 – 5)

3.43

Theatre’s own income
Other

p*

< 0.001

20 (10 – 35)
0 (0 – 10)

* Two-way ANOVA

Source: Results of research conducted within the framework of a doctoral dissertation; Mihaljević (2015:
181)
Within the framework of the research, the authors
analysed the distribution of theatre funding sources
depending on the ownership structure in order to
determine individual sources of financing in total
revenues of public and private theatres. The results
are shown in Table 3.
Graph 3 Two-way ANOVA analysis of the share of
sources of finance by the status of theatre

The analysis shows that public theatres are on average predominantly financed by budgetary resources, which constitute 62.14% of revenues in their financing. Unlike public theatres, private theatres do
not have any dominant source of revenue; however,
they are mostly (i.e., 43.99%) financed by revenues
earned from their regular business activities. The
second largest source of funding for private theatres
are public funds (i.e., 37.44%).
It is evident that the share of public funds in public
theatres accounts for as much as 70% of total revenue, the share of their own revenues is 20%, and
the share of other sources (donations, sponsorships
and other sources) is insignificant, ranging between

Source: Results of research conducted within the framework of a doctoral dissertation; Mihaljević (2015:
183)
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Table 4 The structure of response as to the ways culture and theatres are supported by the state
Yes

No

C. I.

p*

By defining the priority sectors in developing a
culture strategy

14 (26.9%)

38 (73.1%)

(15.5% –
41.02%)

0.001

By advocating the importance of culture for
national identity and development

20 (38.5%)

32 (61.5%)

(25.3% –
52.98%)

0.126

By developing new alternative methods of financing (foundations, funds)

21 (40.4%)

31 (59.6%)

(27% – 54.9%)

0.212

By granting direct financial support from the
budget

12 (23.1%)

40 (76.9%)

(12.53% –
36.84%)

< 0.001

Through indirect financing - tax incentives and
exemptions for sponsorships and donations

30 (57.7%)

22 (42.3%)

(43.2% –
71.27%)

0.332

*Binomial test, C.I. - a 95% confidence interval

Source: Results of research conducted within the framework of a doctoral dissertation; Mihaljević (2015:
195)
0 and 1%. In the case of private theatres, according
to the median score, the share of their own revenues
of 50% of total revenue makes this a dominant funding source of these theatres. Public funds account
for 35% of total revenue, whereas the share of other
sources ranges between 0 and 5%.
In view of the above results, hypothesis 1 is rejected,
which states that there is no significant difference
in the structure of funding public and private theatres given that it was established that public theatres
are predominantly funded by budgetary resources
while private theatres are for the most part financed
from their own revenues with public theatres generating half the income of private theatres (expressed
in %). Also, it is evident that the proportions of donations and sponsorships are almost three and two
times higher in private theatres than in public theatres, respectively.
Table 4 outlines the structure of theatre responses
referring to the ways in which the state should provide support to culture and theatres in general.
A statistically significant difference was found in
the opinion that the state should provide funding
and support for culture and theatres by defining the
priority sectors when creating a cultural strategy (p
= 0.001), where 73.1% (15.5% - 41.02%) of respondents, i.e. surveyed theatres, gave a negative answer.
A statistically significant difference was also found
in relation to direct financial support from the
134

budget (p = 0.001), which is not supported by 76.9%
(12.53% – 36.84%) of surveyed theatres. Furthermore, the majority of respondents (57.7%) believe
that the state should support culture and theatres
by indirect funding, i.e. by tax incentives and exemptions for sponsorships and donations. Negative
response as a result of disapproval is also present
in advocating the importance of culture for national
identity and development (61.5%).
Table 5 gives respondents’ opinions on issues related to the impact of tax incentives and exemptions
to increase investments by donors and sponsors in
theatre activity. According to the results of the chisquare test, a statistically significant difference was
found in the responses to the question presented in
the table below (p < 0.001).
83.6% (i.e. 46) of the total number of surveyed theatres (52), believe that more tax incentives and exemptions would lead to an increase in donations
and sponsorships of theatre activity, where 56.4%
of respondents believe that greater tax incentives
and exemptions would significantly influence an increase in donations and sponsorships. 10.9% could
not assess what the impact of greater tax incentives
and exemptions would be while none of the surveyed theatres claimed that an increase in tax incentives and exemptions would not have any impact on
attracting sponsorships and donations to theatres.
According to research results, hypothesis 3 is accepted claiming that a better legal framework and
an increase in tax incentives and exemptions would
result in higher donation and sponsorship amounts
made to the theatre industry.
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Table 5 The structure of responses to the question: “Do you think that greater tax incentives
and exemptions would lead to greater financial
support from donors and sponsors to the theatre?”
Number of theatres
(%)
Yes, substantially

31 (56.4%)

Yes, to a lesser
extent

15 (27.3%)

I cannot tell

nificant response rate of No compared to Yes was
noticed in relation to EU funds as a theatre funding source. Neither donations and sponsorships nor
theatre’s own income were found statistically significant. Accordingly, the majority of respondents
(37; 71.15% (56.92% – 82.87%), p = 0.003) considers
that theatres should be funded by the budget, then
by donations and sponsorships (25; 48.08% (34.01%
– 62.37%), p = 0.008), and finally by theatre’s own
income (23; 44.23% (30.47% – 58.67%), p = 0.889).
Only 16 surveyed theatres (30.77% (18.71% - 45.1%,
p = 0.488)) believe that in the future theatres should
focus on EU funding, which is the lowest percentage
in relation to other sources of funding.

p*
< 0.001

6 (10.9%)

*χ² test

In accordance with research results, hypothesis 2 is
accepted, which states that theatres believe that the
state should encourage the theatre scene by increasing financial resources allocated to theatres and that
these resources should be oriented towards budgetary funding in the future as well.

Source: Results of research conducted within the
framework of a doctoral dissertation; Mihaljević
(2015: 192)
Table 6 shows the structure of absolute and relative
frequency of respondents in relation to their opinion how theatres should be funded in the future.
This multiple response question allows respondents to choose up to two answers to obtain views
on the importance or orientation towards particular
sources of funding.

5. Discussion
On the basis of the questionnaire and statistically
processed data we may draw a conclusion that on
average theatres in Croatia most frequently rely first
on public funding, and then on their own income.
The smallest share of funds in the financing structure comes from sponsorships. Since this is a highly
attractive source of financing that involves mutual
benefit, it is necessary to promote such cooperation
as it is extraordinarily beneficial to the community.
All theatre funding sources analysed (i.e., budget

According to the analysis of responses, a statistically
significant response rate of Yes compared to No was
noticed in relation to budgetary funding as a source
of income, while the opposite, i.e., a statistically sigTable 6 The structure of responses to the question on orientation toward individual sources of
financing theatres in the future
Yes

No

I.

p*

Budget

37 (71.15%)

15 (28.85%)

(56.92% –
82.87%)

0.003

EU funds

16 (30.77%)

36 (69.23%)

(18.71% –
45.1%)

0.008

Donations and sponsorships

25 (48.08%)

27 (51.92%)

(34.01% –
62.37%)

0.889

Theatre’s own income (ticket sales and the like)

23 (44.23%)

29 (55.77%)

(30.47% –
58.67%)

0.488

*Binomial test, C.I. - a 95% confidence interval

Source: Results of research conducted within the framework of a doctoral dissertation; Mihaljević (2015:
196)
God. XXIX, BR. 1/2016. str. 125-142

135

Ivana Bestvina Bukvić, Marija Mihaljević, Ivana Tokić: Financing the theatre: The role of management and the state

funding, corporate support and theatre’s own income) have their advantages and disadvantages.
When theatres significantly rely on the state, they
do not have the need for providing additional (market) sources of income, which might cause theatre
programmes to become less oriented towards meeting audience needs and demands. Furthermore,
when market sources of income are prevailing,
theatre management sometimes believes that the
state could interpret this positive fact as a reason
for reducing or completely withdrawing its funding.
In any case, when cultural organisations fail to diversify their sources of income, in case of losing one
of the funding sources, there is a significant risk that
the organisation in question will become insolvent
and unable to continue its business. This is especially the case with large cultural institutions (e.g. national theatres) that are not sustainable within the
given economic conditions without budget funding.
According to research, public theatres, as opposed
to private theatres, are less oriented towards fundraising where the share of own income and corporate support in the income of public theatres is not
sufficient. The aforementioned shows a lack of motivation or effort of public theatre employees to engage in raising funds from the market. In any case,
“Artists need to find out which sphere suits them
best at a particular point in time. … For this reason, the arts thrive when other sources are available
and when artists or their intermediaries are not only
creative in terms of the arts, but also in the financing of the arts” (Klamer, Petrova, 2010: 255).
Taking into consideration this continuous reduction
of public funding for theatres and culture in general,
if they want to ensure stable operation, public theatres in Croatia should apply an entrepreneurial approach to management, which should result in an
increase in actual commercial funds. This approach
involves the implementation of management tools
in the business (such as marketing, strategic planning, financial management, fundraising) which
would ensure stable operation, including market
success, cost-effectiveness and efficiency of theatre
operation and market-oriented development. In order to accomplish this, in addition to artistic skills,
leaders of cultural institutions also need managerial
skills and competencies.

expect the application of management principles to
either the cultural sector or theatres. In any case, it
has been noticed that today cultural managers need
to have a lot of similarities with managers of any
business entity.
According to the respondents’ attitudes, it was
found that they believe that the state should support
culture and theatre primarily by indirect financing
(tax incentives for donations and sponsorships) and
to the smallest extent by direct financial support
from the budget. This is in accordance with what
was mentioned before - direct budget funding does
not necessarily fund programmes of high quality
and it does not encourage excellence either, so it is
therefore necessary to turn to indirect funding that
can correct this weakness, because it depends primarily on access of theatres to the business sector,
as well as on the motives of the business sector to
provide financial support for theatres and culture in
general. In this case, the state would need to appear
in the role of the regulator, i.e., it should establish
stimulating tax legislation that would encourage
the development of indirect funding and reduce
direct funding. The proof thereof is the statement
that greater tax incentives and exemptions (in comparison to those that are currently in force in Croatia) would significantly contribute to an increase in
funds provided to theatres by donors and sponsors.
Thus, the trend should be to promote and improve
indirect funding at the expense of direct funding
that has already been continuously decreasing.24
Furthermore, according to survey results, respondents believe that theatres should primarily remain
funded by budgetary resources, and thereafter
through donations and sponsorships and finally by
their own income.25 Such a response was expected
since culture and theatre are of public interest for
Croatia and significant reducing of the role of the
state and its responsibility for the financing of culture is not an option; however, an emphasis should
certainly be placed on the role of theatre management in order to get theatres more involved in market trends enabling in this way social and economic
sustainability.

Education and professionalisation of employees in
cultural institutions play an important role in relation to the aforementioned, because without participation in the process of education, we cannot
136
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6. Conclusion
This research has demonstrated that theatres are
mostly financed by the state, which implies the traditional funding model relying on the dependence
on public funds (the state).
Given the fact that budgetary allocations to cultural
institutions are insufficient, they should not mainly
rely on this source of funding. In order to be able
to fulfil their mission and ensure quality in their
work, theatres should be directed to other sources
of funding, i.e., fundraising. It is necessary to undertake activities aimed at diversifying sources of
funding and achieving financial stability by increasing the share of funding from businesses sources
(through donations and sponsorships) and funds
from the sale of theatre’s own products and services
(revenue). Although we confirmed the hypothesis
that theatres believe that they should be supported
by the state budget, the focus on the significance of
indirect funding through donations and sponsorships was also identified in which, in addition to
stimulating tax legislation established by the state,
the most significant role is to be played by theatre
management whose role is reflected in the development of fundraising. In this segment, there is a
need to implement management tools in running
theatres that would be directed towards achieving
business efficiency, programme innovation and orientation towards audience development.

Within the framework of this paper, we emphasised
the importance of education of people running
theatres, because without proper education it is not
possible to apply new business models. In this respect, it is proposed that the reform of the system
of financing culture and theatres should start “from
below”, i.e., from the theatres themselves, where the
emphasis is placed on education and training of theatre managers in the field of economics, as opposed
to the reform of the financing of culture “from
above”, i.e., from the state. Namely, it is evident that
the reform must include all stakeholders in culture.
This certainly does not reduce the role and responsibility of the state, which should, according to research results, play the role of the regulator in terms
of a more favourable tax treatment of donations and
sponsorships in Croatia, which would influence the
importance of these sources in the financing of culture. It is therefore necessary to consider and continue the search for new models of regulating the
subject area to allow more efficient management
and funding of institutions in culture.
Assuming that other cultural institutions do business in a similar way as the theatres, this paper
makes a good basis for researching the financing of
these institutions. Also, for the purpose of deepening and increasing the scientific knowledge in this
field and this research subject, it is recommended
to explore the application of modern management
tools to theatre management, as well as to other
cultural institutions, and carry out a more detailed
analysis of the sources, structure and legality of
funding in other cultural institutions.
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(Endnotes)
1

Lindqvist (2012) talks about the impact of the financial crisis on the operation and financial structure of museums as institutions
in culture. Also, by quoting other authors, the aforementioned author indicates that the economic crisis is not the only ‘culprit’ for
decreased funding in culture: “Getzner (2002), in a study of public expenditures on culture in the last decade, notes that political
decisions affect the cultural sector as much, or even more, than variations in the economic cycle. Around 2000, several European
countries introduced cuts in public expenditures to the cultural sector (as well as cuts in other areas), in order to qualify for membership in the European Monetary Union. Furthermore, Moen (1997) has shown that changes in public support are dependent on
political rather than economic priorities” (Lindqvist, 2012: 4). This demonstrates how, in addition to economic circumstances, the
cultural sector is also dependent on political circumstances, and in most cases this sector is among the first ones where government
spending is reduced.

2

Ellmeier (2003) and Mandel (1975) agree that cultural institutions are compared with the profit-making manufacturing sector.
Mandel claims: “The profitability of universities, music academies and museums starts to be calculated in the same way as that of
brickworks or screw factories” (Mandel, 1975: 387).

3

Balog (2010) writes about the importance of fundraising in libraries since on the one hand, libraries receive gradually smaller shares
of funding, and on the other hand, customer needs and preferences are increasingly numerous and more demanding.

4

Theatres Act (OG 71/06, OG 121/13, OG 26/14)

5

The Register of Theatres contains basic information on all public and private theatres, theatre companies and theatre houses in the
Republic of Croatia, performing theatre activity as independent legal entities or as separate organisational units within other legal
persons. (Art. 2 of the Regulations on the Register of Theatres, (OG 35/2007), Available at: http://narodnenovine.nn.hr/clanci/sluzbeni/297548.html.

6

“What restricts Croatia at this moment is the Cultural Institutions Act that obliges cities and the state to entirely fund the operation
of public institutions with more than 90 per cent of their budget”. Public authorities appear as founders of public cultural institutions
and as such they are obliged to finance them. (N.B. – Moderna vremena. (2013), “Ministrica Zlatar: Potraživanje privatne inicijative i
poticaji poduzetnicima”, Available at: http://www.mvinfo.hr/clanak/ministrica-zlatar-potrazivanje-privatne-inicijative-i-poticaji-poduzetnicima, Accessed on: January 15, 2016)

7

Arts and culture funding in the UK accounts for 1.5% of the total budget (Peacock, 2000).

8

Budget of the Ministry of Culture for the years 2011, 2012, 2013, 2014 and 2015, respectively. Available at: http://www.min-kulture.hr/
userdocsimages/odobreni%20programi%20u%202011.%20godini/proracun_2011.pdf
http://www.minkulture.hr/userdocsimages/MINISTARSTVO%20KULTURE/PRORA%C4%8CUN%202012%20%201web.pdf
http://www.minkulture.hr/userdocsimages/FINANCIRANJE/PRORA%C4%8CUN_2013_web.pdf,
http://www.min-kulture.hr/financiranje/
http://www.min-kulture.hr/userdocsimages/FINANCIRANJE/PRORA%C4%8CUN%20MINISTARSTVA%20KULTURE%202015.pdf
(Accessed on: February 8, 2016)

9

The Croatian National Theatre in Zagreb is the only national theatre with the state as the owner (the Republic of Croatia - 49%,
Zagreb - 51%). Other national theatres (in Split, Rijeka and Varaždin) were established by the cities they are located in, while the
Croatian National Theatre in Osijek has two founders with equal proportions, i.e., the City of Osijek and Osijek-Baranja County. The
Institutions Act obliges the founders to finance these cultural institutions. A specific founding structure of the Croatian National
Theatre in Osijek implies that both units are obliged to finance the theatre in the same proportion and that they have equal property
rights. If one of the founders reduces funds for the Croatian National Theatre in Osijek, the other founder is obliged to do the same
(regardless of its ability to provide financial support), as both founders must equally participate in the financing.

10 The Department for Culture, Media & Sport
11 N.B. – Moderna vremena. (2013), “Ministrica Zlatar: Potraživanje privatne inicijative i poticaji poduzetnicima”, Available at: http://
www.mvinfo.hr/clanak/ministrica-zlatar-potrazivanje-privatne-inicijative-i-poticaji-poduzetnicima (Accessed on: January 15, 2016)
12 Varbanova, L. (2003), “Financing cultural practices in South East Europe”, Policies for Culture Publication Series, ECUMEST Association/European Cultural Foundation, Bucharest, pp. 2–12.
13 Act on Financing Public Needs in Culture (OG 47/90, OG 27/93, OG 38/09)
14 Regulations on programmes of public needs in culture (OG 69/12, 44/13, 91/13, 72/15)
15 Regulations on the criteria and standards for the provision of funds for national theatres (OG 116/08).
16 For more details, see: Mikić, H. (2011). Kulturna politika i savremeni izazovi finansiranja kulture: međunarodna iskustva i Srbija,
Kultura, No. 130, pp. 75–103.
17 Article 479 of the Civil Obligations Act, OG 35/05, 41/08, 125/11, 78/15
18 Article 7 of the Corporate Income Tax Act, OG 177/04, 90/05, 57/06, 146/08, 80/10, 22/12, 148/13, 143/14
19 Article 30 of the Corporate Income Tax Regulations, OG 95/05, 133/07, 156/08, 146/09, 123/10, 137/11, 61/12, 146/12, 160/13, 12/14,
157/14, 137/15.
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20 “When a company sponsors a significant undeniably valuable cultural project, then it indirectly wants ‘surplus value’ of that cultural
good to be transferred to the company. This phenomenon is referred to as ‘image transfer’ by marketing experts, in which the
atmosphere and the value of some cultural good are transferred to their company.” (Kontrec-Goedecke, A. (2006), “Sponzorstvo u
kulturi”, Available at: http://www.dw.com/hr/sponzorstvo-u-kulturi/a-2282102, Accessed on: January 8, 2016)
21 Lidström (2004) states that sponsorship contracts increase credibility with banks and facilitate negotiation, allowing the acquisition
of new opportunities for funding.
22 “Another point of contact of the economy and culture: in the modern society, cultural institutions - be it the museums, theatres, opera houses on the one hand, or individual artists on the other - should behave more like entrepreneurs who make their living by selling
their cultural goods. Hence similar market conditions apply to them as the ones that apply to producers of other types of ‘products”.
(Kontrec-Goedecke, A. (2006), “Sponzorstvo u kulturi”, Available at: http://www.dw.com/hr/sponzorstvo-u-kulturi/a-2282102, Accessed on: January 8, 2016)
23 After examining the official websites, we noticed that of all Croatian national theatres, only the National Theatre in Zagreb has a
souvenir shop. (The official website of the Croatian National Theatre in Zagreb, Available at: http://www.hnk.hr; http://www.hnk.hr/
suvenirnica, Accessed on: January 27, 2016)
24 On the importance of stimulating tax legislation in order to increase corporate support for the arts and culture, see Morel, 2006;
Novković, 2011; Schuster, 1987. However, research indicates that tax benefits are not always the most significant motive for corporate
support for the arts and culture. (Morel, 2006; Bežovan, 2002)
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Financiranje kazališta:
Uloga menadžmenta i države
Sažetak
U vremenu kada se smanjuju javna sredstva za kulturu, a sve veća pažnja usmjerava prema rezultatu poslovanja, neophodna je primjena poduzetničkog načina razmišljanja i menadžerskih principa u poslovanju i
financiranju institucija u kulturi.
Ovaj rad u središte stavlja sustav financiranja kazališta te prikazuje istraživanje u kojemu je analizirana
struktura financiranja kazališta na području Republike Hrvatske, stavljajući u odnos proračunsko i tržišno
financiranje. Analizira moguće mjere koje je potrebno provesti s ciljem poboljšanja sustava financiranja
kazališta. Istraživanje je provedeno 2015. te je utvrđeno da se javna kazališta dominantno financiraju iz
proračunskih izvora (62,14% ukupnih prihoda i primitaka) dok privatna kazališta najznačajniji dio svojih prihoda i primitaka ostvaruju prodajom vlastitih proizvoda i usluga (43,99%). Kazališta smatraju da
proračunski izvori i nadalje trebaju ostati dominantni izvori financiranja, no u svrhu povećanja izvrsnosti
poslovanja, potrebno je usmjeravanje k izvorima vlastitih prihoda, uključujući sredstva donacija i sponzorstava. Istodobno bi kvalitetnija rješenja, u smislu povećanja poreznih poticaja i olakšica na donacije i
sponzorstva, rezultirala i povećanjem njihova značenja u financiranju kazališta.
Neosporan je utjecaj djelovanja države na financiranje i rad kazališta, no kazalištima je potreban razvoj
znanja iz područja menadžmenta i poduzetništva radi postupnoga smanjivanja ovisnosti, posebno javnih
kazališta, o djelovanju države.
Ključne riječi: financiranje kazališta, fundraising, proračunsko financiranje, menadžment
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ACCOUNTING VALUATION OF THE
FINANCIAL REPORTING SYSTEM
THROUGH INTERDEPENDENCE OF
EXTERNAL FACTORS
Abstract
Financial reporting mostly depends on the micro and macro environment. The emphasis is primarily on
the institutional environment with specific differences between countries. Namely, that is one of the facts
contributing to the detected gap in the implementation of financial reporting standards. From the accounting point of view the detected gap becomes more emphasised as certain national economies do not develop
equally. On the other hand some authors claim in their research that implementation of standards in financial reporting has an impact on the increase of competitiveness for equal participation on the global financial capital market and they are of opinion that the implementation of International Accounting Standards
and International Financial Reporting Standards is necessary for transparency and balanced presentation of
balance sheet items. This paper considers the selected external factors (or environmental factors) that have
impact on the diversity of financial reporting practices. The main purpose of this paper is to investigate the
impact that selected external factors have on financial reporting systems. From methodological point of
view, dependent and independent variables have been taken into consideration, where the results of comparative analysis show significant relation between external factors and financial reporting.
Keywords: Financial reporting system, political system, economic system, inflation, accounting profession,
taxation system
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1. Introduction
Academic literature frequently depicts factors and
impact of factors on specificities of accounting system design, which (in)efficiently participate in the
design of the financial reporting system. Comparative research of accounting contributed to raising
awareness on the impact of external factors on the
development of accounting (Gray, 1988: 2). That research contributed to the increased recognition that
the fundamental cause of diversity in accounting
arises from environmental differences and that various international classifications might have significant implications for international harmonisation
and promotion of economic integration (Nobes,
1983: 15). This paper presents the impact of the following factors on financial reporting practices: impact of the political and economic system, impact of
inflation, impact of the accounting profession and
impact of the taxation system.

2. Impact of external factors on financial
reporting systems - results and discussion
2.1 Impact of the political and economic system
on the diversity of financial reporting practices
Political factors have had a considerable impact on
economic systems which is reflected in a different
understanding of the role of accounting in both
central-planned economies and market (capitalistic) economies. The basis of central economies is
that the government (administration) defines the
clear requirements of the society by prescribing
plans within a certain timeframe while this is not
true in market economies. Market economies are,
on the other hand, impacted by market forces (supply, demand, capital) which define the needs of a society with the government’s latent activity. The level
of government interference directly determines the
characteristics of the economic system, and the position of accounting profession respectively.
Roberts et al. (2008: 202) state that different political
systems have impact on the structure of the economy depending on the way the economy is organised
and controlled, which consequently reflects on the
accounting objectives and role. Particularly important for accounting is the manner in which each
144

individual country organises economic relations.
According to one model, all production processes
may be in joint ownership and under the control of
the society, which basically means that supply and
demand are determined by centralised plans due to
which accounting serves as assistance in centralised
planning and in the control of the economy. According to other models, there are capitalistic economic systems where price, supply and demand are
determined on the market without interference of
the government. Similar considerations have been
noticed in other authors as well.
For example, Radebaugh, Gray and Black (2006: 16)
emphasise the very important impact of the political system on the nature of the accounting system
where that accounting system reflects the political
philosophy and objectives by comparing central
planning in relation to private entrepreneurship.
The accounting system in controlled (centrally
planned) economies differs from accounting systems in market-oriented economies. In centrally
planned economies the government is the owner of
all resources and lands, there is no private ownership, external auditors are governmental agencies’
officials, and the existing political systems export
and import national accounting standards and practice.
There is a firm connection and interaction between
political and economic system factors, where it is
impossible to make a clear distinction between politics and economy, or a systematic interpolation of
impact of the mentioned factors. However, the solution to this problem needs to be sought within the
historical context.
The process of establishing accounting systems in
former colonial countries took place in two different phases. Throughout history the majority
of countries adopted accounting systems of other
countries, voluntarily or by force. In some cases
the countries voluntarily chose to continue a close
cooperation in accounting issues with former colonial government (such as Singapore and Malaysia
which chose accounting systems of former colonial governments or the Philippines which selected
the American accounting system, even after they
gained independence). In other cases, postcolonial
countries replaced the enforced accounting systems
of colonial forces, for example Indonesia which rejected the Dutch accounting system after gaining
independence and adopted the American accounting model (Saudagaran, 2004: 8). For instance, the
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impact of British accounting at the beginning of the
20th century considerably impacted other Commonwealth countries. The Dutch impact was noticed in the accounting systems of the Philippines,
Africa and Asia. The German political system is
characteristic for Japan and Sweden (Choi, Mueller,
1992: 40-41).
Colonised countries commonly adopted the accounting system of a larger, overpowering country
(for example countries within the British Commonwealth). A similar process has been observed in
other countries, former colonies, such as the Philippines whose accounting system is based on the
American system as a heritage of colonial history
(Saudagaran, 2004: 8). The United States of America
(the USA) had an impact on accounting in Canada,
primarily due to geographical vicinity and closed
economic relations and the number of Canadian
business entities that sold shares or borrowed money in the USA. Furthermore, the USA is the main
trading partner to Mexico and, again due to vicinity, the accounting in Mexico is identical to the USA
accounting. Recently, the American standard has
had an increasing impact on the accounting in Japan since Japanese business entities have increased
capital and established production facilities in the
USA. Great Britain used to be a considerable force
in the world of accounting (England and Scotland).
Almost each former British colony based their accounting profession and financial accounting practice on the Great Britain model. Alongside colonial
accounting, the British have also exported their
accountants. Former French and German colonies
were similarly under the impact of ‘‘parent countries’’ even if not so strongly as the former colonies
of Great Britain (Mueller et al., 1987: 12).
Hence, in terms of colonisation, colonies had very
slight or almost no possibility to choose their own
national and independent accounting system due
to predominance of the colonial empire. Colonial
countries accepted the process of implementation
of the dominant policy with more or less resistance.
Recently it has become increasingly popular for
countries to enter regional economic associations
such as the European Union, the North American
Free Trade Agreement (NAFTA) and the Association of Southeast Asian Nations (ASEAN) in order
to gain stimulus of economic activities through harmonisation of a number of business regulations such
as financial reporting for the purpose of decreasing
business transaction costs and ensuring economic

profit (Saudagaran, 2004: 8). Since the early 1970s,
the European Economic Community (EEC, today
the EU) has been trying to align accounting practices of member states because of similar economic
interests for the purpose of convergence and harmonisation of accounting practices.

2.2 Impact of the inflation level on the diversity
of financial reporting practices
Accounting in many countries rests on the historical cost principle. The historical cost principle is
based on the assumption that monetary units used
to present results in financial reports are rather stable, which presupposes that the value of a monetary
unit does not change under the impact of inflation.
Hence, the historical cost principle is counter proportional to the inflation level (Mueller et al., 1987:
14). As the inflation rate grows, the problem of the
historical cost principle implementation increases.
Developed western countries have rarely been affected by high inflation. Historical cost accounting
is common for the majority of countries in continental Europe and North America (Roberts et al.,
2008: 205).
According to the historical cost principle, economic
transactions are expressed by value which was predominate on the day of transaction; thus an asset
bought many years ago shall be expressed in financial reports at the original purchase price. Countries with low inflation, such as Great Britain and
the USA, base the historical cost principle on the
assumption that inflation has no considerable impact on financial reporting. The countries suffering
a high level of inflation, such as Bolivia and Mexico,
abandoned the historical cost principle in financial
reporting (Saudagaran, 2004: 8). In the early 1980s,
Bolivia saw inflation of over 20.000% a year which
resulted in the decline of value of the Bolivian national currency from 25 pesos for one American
dollar to 1.13 million pesos for one American dollar in a relatively short period of time (Saudagaran,
2004: 84).
Countries fight inflation problems differently. A
high level of inflation caused certain economies to
collapse. For example, Germany and Japan have had
a very low inflation level in the last several years,
while South American countries have been destroyed due to high inflation levels and have aban-
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doned the historical cost principle a long time ago
since business entities routinely determined asset
value based on changes in general price levels (inflation) (Mueller et al., 1987: 14).
The inflation rate is one of the key elements in the
Doupnik-Salter model. Hence, historically, the inflation rate in certain countries has had various impacts and the following may be concluded: (1) accounting, in the English speaking area, has proved
to be extremely immune to inflation, (2) in several
South American countries the most obvious characteristic, as a measure for decreasing inflation,
is utilisation of the general price level adjustment
method and (3) government, as the key factor which
may respond to inflation in a timely manner, as it
was done in certain European countries (France,
Spain, Italy Greece) emphasises the legislative impact on regulation of accounting. In those countries
where accounting is dominant, the level of inflation
is influenced either by professional accounting associations or by the government within the taxation
system (Nobes, 1998: 174-175). The implementation
of the Corporations Act in 1976 enabled the return
of power to the stock market. One of the basic tasks
of the Corporations Act is the protection of small
shareholders by introducing the rule of mandatory
payment of dividends. Hence the income category
had to be clearly defined and this was achieved
through the system of monetary corrections, i.e.
monetary prices index for updating asset value, depreciation, sales costs and capital. The Corporations
Act was withdrawn ten years later (1986) as a part
of the anti-inflation economic measures (Roberts et
al., 2008: 205).
According to Roberts et al. (2008: 205), Central and
South American countries used different forms of
current cost accounting. There are two main accounting models for adjusting inflation. The first
is the General Price Level Adjusted Model (GPLA)
that uses the price index as a correction factor due
to general changes in purchase power of the national monetary unit. The objective of this model is the
conversion of nominal amounts from different periods showed according to historical cost on a general, joint amount on balance sheet date so that all
amounts in financial reports are shown in monetary
units of the same purchase power. The Current Cost
Adjusted Model (ACC) takes into consideration the
perspective of material assets for measuring the financial position and focuses on certain changes in
the price of the company’s assets. Expenses are re146

corded based on the current cost of engaged asset
replacement, and not based on the historical cost
principle (Saudagaran, 2004: 86).
Davis-Friday and Rivera (2000: 113, 118-119) in “Inflation Accounting and 20-F Disclosures: Evidence
from Mexico” analyse characteristics of the Mexican accounting model and the reporting model with
emphasised problems in inflation accounting. One
of the characteristics of Mexican accounting, inflation, leads to basic differences between Mexican
and American accounting principles from the aspect of restatement of inflation. Mexican accounting standard B-10 – Effects of inflation is obligatory
for Mexican companies since 1984 in the function
of fine inflation adjustment by means of prescribed
accounting conduct. The Standard includes three
concepts. Namely, effects of inflation on net monetary position (assets minus liabilities) of profits and
losses arise from non-monetary assets and capital
conservation under financial conditions. The method demands repeated recognition of all financial
data in monetary units from the end of the current
reporting period. All comparable financial reports
from previous years need to be corrected from the
date of the most recent balance sheet. This standard
introduced the concept of ‘integral financing costs’
included in the income statement which is a net
result of nominal interest cost, profit or loss prior
to taxation due to changes in price levels and exchange differences of monetary assets and liabilities
expressed in foreign currency. Thus, maintaining
the national currency under the conditions of inflation and exchange differences is achieved through
achieved net profit, and non-monetary items in
the special account within the equity principal in
the balance sheet is expressed through cumulative
result in order to maintain capital under real conditions. This method is similar to the Brazilian integral correction method implemented until 1994
where the consumer price index published by the
Central Bank was used as the inflation correction
factor.
Substance (capital) of a business entity needs to correspond to the equivalent value at the moment the
entity was established regardless of the inflation level of a certain economy. Although minimum inflation level is desirable and beneficial with regard to
stimulating economy development, in accounting
terms certain changes were required, which were
described by Gulin (2002). Contemporary valuation
principles are the result of accelerated development
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and globalisation of financial markets at the end of
the 20th century and at the beginning of the 21st
century. Discrepancies and differences in valuation
concepts, due to abandonment of historical cost as
a unique valuation basis, especially manifested in
1998 with the occurrence of the International Accounting Standard 39 – Financial Instruments –
Recognition and Measurement. That standard, together with the American Standard Statement 133
Accounting for Derivatives and Hedging Activities,
demands innovations and questioning of accounting assessment policies for all business entities, and
especially for financial institutions. Within various
committees of the EU discussions have been opened
on assessment principles and on the possibility to
use IAS 39 on publicly traded entities (Gulin, 2002:
479-480) and the obligation of financial reporting
by fair value which is of exceptional significance
to traded entities due to the real assessment of the
value of the other business entity.
Emerging markets

2.3 Impact of the position of the accounting profession on the diversity of financial reporting
practices
The accounting profession tends to be observed on
the margins of accounting harmonization, although
the influence of the accounting profession is of great
significance. Thus the role of the accounting profession is described in different ways which, on one
hand, depends on the degree of the development
of a particular national economy, and, on the other
hand, on the degree of involvement of accountants
in the global harmonization processes. However,
the accounting profession has not always had a significant role.
Table 1 The number of accountants and auditors
in emerging markets and in developed markets

Number of auditors per
100,000 residents

Developed markets

Number of auditors per
100,000 residents

Chile

87

New Zealand

550

Argentina

71

Australia

539

Malaysia

48

UK

352

South Africa

35

Canada

350

Philippines

31

Singapore

273

Taiwan

17

Ireland

262

Mexico

15

USA

168

Poland

14

Hong Kong

110

Greece

12

Italy

110

Zimbabwe

11

Denmark

106

India

9

Switzerland

53

Sri Lanka

9

Netherlands

52

Nigeria

8

France

45

South Korea

7

Sweden

41

Thailand

5

Belgium

38

Colombia

2

Germany

26

Indonesia

2

Spain

18

Pakistan

2

Finland

10

Brazil

1

Japan

10

Source: Saudagaran and Diga (1997), “Financial Reporting in Emerging Capital Markets: Characteristics
and Policy Issues”, Accounting Horizons, Vol. 11, No. 2, p. 10. Available at: Business Source Complete,
according to Communication with IFAC Secretariat, Aug. 13, 1996.
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The relevance of the accounting profession has
changed throughout history; not until market business conditions took hold did the accounting profession gain its well-earned dignity.
In the common law countries (USA, Canada), despite the problems of financial reporting and audit,
the accounting profession has been deeply respected. In such countries, the accounting profession is
largely independent and has a major role in setting
accounting and auditing standards, as well as the
role in determining educational requirements and
licensing requirements for entering and remaining
in the accounting profession. In the countries of the
legal rights (France and Germany), the accounting
profession holds a markedly lower status and power,
with the government taking over the leading role in
regulating the profession. In other countries (Russia) throughout history accounting has been associated with church practices, implying a lower status
of accounting.
The reputation of the accounting profession has an
important impact on the quality of financial statements, i.e. where there is a stronger impact of accounting profession audit reports are more independent and reliable. Thus, countries with weaker
influence of the accounting profession have questionable quality of financial statements (Saudagaran, 2004: 9).
Accounting cannot be highly developed in countries
where general accounting education is of a low level, unless the country imports accounting talents or
directs the existing accountants to necessary training. Such countries have sophisticated accounting
systems and highly qualified professional accountants. The level of education in most developing
countries is low with simpler needs for accounting.
Accounting responds to information needs, thus
accounting of underdeveloped countries may be at
an appropriate level of sophistication under certain
circumstances. Some accountants believe that the
lack of sophisticated accounting skills in less developed countries hinders the potential for economic
growth (Roberts et al., 2008).
For example, the role of accountants in Germany is
significantly lower than in the UK as the role of professional accountants in the UK can be replaced by
engineers, lawyers, other professional accountants
or other experts. In most parts of Western Europe
the term accountant is identified with the role of auditors (Great Britain). The number of accountants
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(auditors) in Germany is surprisingly insignificant
in comparison with most other countries since in
Germany there are a lot more tax experts (Steuerberater) than accountants (Wirtschaftsprüfer).
Thus, the accounting profession has greater significance in the Commonwealth countries and the
United States than in Western Europe and Japan.
(Roberts et al., 2008: 217) as shown in Table 1.
The quality of education is affected by a number of
factors such as the degree of economic development,
political and economic ties with other countries and
the reputation of the accounting profession. Certain
countries have a long history of accounting and accounting education at tertiary institutions of higher
education. In other countries, the quality of accounting education is relatively weak as accounting
is often equated to bookkeeping and is considered a
vocation rather than a profession, and restricted to
secondary education (Saudagaran, 2004: 11).

2.4 Impact of the tax system on the diversity of
financial reporting practices
Reviewed literature shows that there is a tripartite
model depending on what is given priority to - accounting or tax system. There is no doubt that the
accounting and tax system are mutually related, to a
greater or lesser extent, with the degree of connectedness depending on a number of different factors.
In this regard, it is important to emphasize that the
functions of the tax and accounting system depend
on the permitted methods of presenting and evaluating certain areas equally interesting for both the
tax and accounting system, which is why most authors talk about deferred taxes and depreciation as
the two main factors which are the point of contention between two systems - the tax and accounting.
Therefore, the function of tax policy goes along with
the rules of financial reporting (Accounting Standards) or requires a dual presentation system in compliance with the needs of accounting and tax sectors. On the other hand, it is important to observe
the impact and position of the accounting profession and system in relation to the tax sector, ceteris
paribus, when it comes to the tax or accounting system as an extended arm of the state government.
Both Bushman and Piotroski (2006: 116) argue that
taxation can be seen as an alternative mechanism
for the state to extract the wealth of corporations
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and shareholders, thus increasing the influence of
the political cost reporting practice, whereas, on the
other hand the Internal Revenue Code - IRC seeks
to ensure an effective and equitable framework for
determining tax liabilities for more effective control
of compliance and tax collection, limiting the selection of application of accounting methods (Manzon,
Plesko, 2001: 5).
The historical aspect of the impact on the accounting and tax system is extremely important in understanding the diversity of tax rules and financial reporting rules, in terms of deferred tax in particular.
Hoogendoorn (1996: 787) held that there is a strong
link between the tax and accounting system of
Great Britain and Ireland because of specific mutual relations between these countries. As Ireland was
under the political control of Great Britain, until
1922 there existed a single system. After the dissolution of the United Kingdom in 1922, various separate systems were developed in a similar way. Then,
Sweden particularly affected the systems of Denmark, Finland and Norway through the so-called
Nordic model (for example, non-taxable reserves
in business accounts are evidence of an explicit link
between the tax and commercial accounting). The
Anglo-American approach to deferred taxes, in the
last two decades, has been adopted in Denmark,
Norway and France. Furthermore, German and
French influence has been noticed in countries such
as Belgium, Italy, the Czech Republic and Sweden.
Hoogendoorn (1996: 785) distinguishes two different structures of connection between accounting and tax as - “independence” and “dependence”.
Independence (United Kingdom, Czech Republic,
Denmark, Ireland, Netherlands, Norway, Poland)
means that the accounting determination of gain is
independent from determining profit for tax purposes. Namely, companies can choose different accounting policies for tax and accounting purposes.
However, there is never a complete independence
between accounting and taxation. Accounting rules
affect the taxation rules, while tax rules can be voluntarily applied for accounting purposes, especially
by small business entities. The main characteristic
is the freedom of the subject in the application of
different accounting policies for commercial and
tax purposes. The dependence (Belgium, Finland,
France, Germany, Italy, Sweden) means that financial statements comply with tax regulations and it
is to be expected that companies strive to reduce or
delay the payment of taxes, which leads to report-

ing lower profits. Although tax rules are followed
only by choices made in financial statements (German “Massgeblichkeit”, i.e. authority), they in fact,
determine tax consequences (“umgekehrte Massgeblichkeit” or reverse authority). The dependence exists only in certain reports while the group financial
statements are not (directly) affected by tax regulations, but the subject may decide on the application
of the same accounting policies in the individual
and consolidated reports as shown in Table 2.
Regarding a different importance of connection between accounting and tax systems within national
frameworks, Hoogendoom (1996: 793) proposes a
classification in seven areas of 13 European countries on the basis of relative independence and interdependence of the tax and financial reporting in
terms of deferred taxes:
1. Dependency of accounting and taxation with no
regulation of accounting of deferred taxes. Countries that belong to the group are Belgium and
Italy.
2. Dependency of accounting and taxation where
there is regulation of the accounting of deferred
taxes. The said group includes France and Germany.
3. Dependency of accounting and taxation with a
view to developing individual independent structures, but with no strict regulations regarding the
accounting of deferred taxes. Countries that belong to the group are Finland and Sweden.
4. Dependency of accounting and taxation with no
regulation of accounting of deferred taxes. Countries that belong to the group are Belgium and
Italy.
5. Dependency of accounting and taxation where
there is regulation of the accounting of deferred
taxes. The said group includes France and Germany.
6. Dependency of accounting and taxation with a
view to developing individual independent structures, but with no strict regulations regarding the
accounting of deferred taxes. Countries that belong to the group are Finland and Sweden.
7. Accounting and taxes are formally independent,
but in practice are still firmly connected. There
are no strict rules on accounting of deferred taxes, such as in the Czech Republic and Poland.
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Table 2 Examples of accounting areas that cause differences between tax rules
and financial reporting rules

Source: Hoogendoorn, M. (1996), “Accounting and taxation in Europe
- A comparative overview”, European Accounting Review, Vol. 5, No. 1, pp. 5783-5794.

UDK: 657.3 / Preliminary communication

(UK, USA, France, Germany) for testing and detecting the differences between the Anglo-Saxon countries and countries of continental Europe because of
the possibility of a significant association between
the two models. The observed countries were divided into five groups with regards of the degree of
connectedness (connection / lack of connection) of
the tax system with financial reporting in the following categories (IV): group I - disunity, group II identity, group III - emphasis on accounting, group
IV - emphasis on taxes and group V - dominance
of taxes.

8. Accounting and taxes are independent. Regulations for deferred tax liabilities allow several
alternatives, as is the case in Denmark.
9. Accounting and taxes are independent. There is
a special regulation regarding the accounting of
deferred taxes with optional use of partial tax
distribution. Countries that belong to the group
are Ireland and the United Kingdom.
10. Accounting and taxes are independent. There
are specific provisions on the accounting of deferred tax similar to IASC E49, which is characterized by full recognition, application of the
liability method, deferred tax revaluation and
recognition of deferred tax assets. Countries
that belong to the group are the Netherlands
and Norway.

Group I implies the disunity of tax and financial
reporting in terms of different rules being allowed.
Group II is characterized by uniformity of rules for
tax and financial reporting. In Group III financial
reporting rules follow the purpose of tax and financial reporting due to the absence of tax rules. Group
IV is opposite to the group III and this implies that
the tax rules follow the purpose of tax and financial
reporting because of being understated or due to
the lack of financial reporting rules.

Lamb et al. (1998: 173) propose a model for assessing the degree of connectedness of tax rules and
practice as well as the rules and practice of financial
reporting where they identified five types of connections in 15 accounting regions for four countries

Table 3 Areas of connection of tax and financial reporting
connection/lack of connection

Area
fixed assets recognition
finance and operating lease

Great Britain

USA

France

Germany

I

II (IV)

II

III (IV)

III

II

II

IV

depreciation

I

I

IV

IV

liability reservations

I

I

II

III

incentives and subsidies

I

II

III

IV

research and development costs

I

III

III

III

stock valuation

II

IV

II

IV

long-term contracts

III

I

IV

III

interest costs

I

I

IV

III

foreign currency operations

I

I

I

III

goodwill

I

I

I

V

pensions

I

I

IV

IV

changes and politics and basic errors

I

I

III (I)

III

group scope

I

I

I

I

fines, donations, representation

I

I

I

I

Source: Lamb, M., Nobes, C., Roberts, A. (1998), “International Variations in the Connections Between Tax
and Financial Reporting”, Accounting&Business Research, Vol. 28, No. 3, pp. 173-188.
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In the final group, group V, tax rules follow the requirements of tax and financial reporting. The impact of the above mentioned groups on the connection between the tax system and financial reporting
were tested for 15 accounting areas as presented in
Table 3.
It can be seen from the observed relationships of accounting areas that there exist differences between
the countries of Anglo-Saxon areas compared to the
countries of continental Europe. In this regard, it is
concluded that the Anglo-Saxon model implies a
weaker connection of tax and financial reporting in
relation to the continental model, which is characterized by higher accounting or tax impact on financial reporting. It is interesting to note that neither
of the models allows for a complete domination of
the tax system over financial reporting, but rather
the impact of tax provisions is restricted (narrow)
to certain areas.
The latter is justified by the fact that accounting in
the Anglo-Saxon countries is traditionally characterized by relative freedom of choice in accounting
methods due to the lack of connections between tax
and financial reporting, claims Lamb et al. (1998:
186). However, unlike in the observed Anglo-Saxon
countries, in the countries of continental Europe
prevails the system of connectedness of accounting and tax practices, regulated by the state through
state mechanisms, usually in the form of laws and
regulations. In countries like Germany and France,
the impact of tax laws on financial statements is traditional and pronounced, with a consent between
financial and tax reporting resulting in a reduction
of taxes and reported profits. In other countries,
such as the UK, a much weaker link between tax
and financial reporting is observed, since revenues
are the highest starting point for the calculation of
taxable income (Joos and Lang, 1994: 145).
Based on the aforementioned, Roberts et al. (2008:
208) distinguish the following types of tax systems:
1. systems with independent tax rules and regulations of financial reporting
2. common systems, which underline the necessity of financial reporting rules as prior to the tax
rules and
3. common systems based on tax regulations in interaction with the rules of financial reporting.
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According to Roberts et al. (2008: 208), the first
type implies two separate sets of rules - tax rules
and financial reporting rules set by the different
authorities. For example, depreciation of fixed assets should be systematically allocated over the
useful life of assets, and the depreciation method
should reflect the real utilization of the assets. Depreciation for each period should be recognized as
an expense in the profit and loss account, unless
imputation to the carrying amount of other assets
is allowed. Tax collection is based on a system of
predetermined deductions from the tax base due
to depreciation. Furthermore, Manzon and Plesko
(2001: 5), point out that the depreciation life of fixed
assets is determined by the company statute for tax
purposes. For financial reporting purposes, depreciation life reflects management’s assessment. If the
depreciation life for tax purposes is shorter than the
depreciable life used for financial reporting purposes, then the taxable income is less than the indicated income in financial statements in the previous
depreciation life span of the asset, i.e. higher in the
later years. Accounting for taxes does not permit
certain approaches of recognition of revenues and
expenses, which are, on the other hand, mandatory
rules with financial reporting. However, even when
both systems enable the same cost measurement,
rules may be different. For example, for financial
reporting purposes businesses can calculate depreciation based on the determination of a specific life
span and residual value, which reflects the economic value of the assets. In contrast, for purposes of
taxation, depreciation is based on an explicit classification of the assets, which normally allows faster
reduction.
Many countries of the Commonwealth follow the
example of the UK in terms of financial reporting
rules. Financial reporting rules are set without the
influence of the direct control of tax authorities, i.e.
tax authorities do not have detailed rules for the calculation of taxable income but, fully or to a large
extent, depend on the amounts of reported income
as a basis for calculating the tax liability. Thus, financial reporting rules are used by tax authorities,
which is typical for common systems, in which the
necessity of financial reporting rules is underlined
as prior to tax rules. If there are no accounting
rules or if regulations allow a choice it is possible
that managers choose methods that minimize the
reported amounts of revenues and thus tax liability.
In this sense, managers are not going to choose the
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method that best reflects the “true and fair” position
of the subject, and such subjects are more resistant
to new accounting rules (Roberts et al. (2008: 219)),
which is characteristic of systems that underline the
necessity of financial reporting rules as prior to tax
rules.
The third alternative provides a common system
based on tax regulations in interaction with financial reporting rules. Tax authorities set detailed
rules for calculating taxable profit in business reports (tax form) and financial statements (for example, in Austria the Commercial law regulates
financial reporting). In the mentioned systems most
of the subjects provide information in the form of
presenting tax relief, as well as special items in the
balance sheet, rather than as a change in the value of
assets (Roberts et al., 2008: 209).
Thus, a major hindrance in bringing national standards closer to IFRS, with most European countries,
is the fact that most of the countries have connected
financial reporting and tax laws, as pointed out by
Eberhartinger (1999), Eilfsen (1996), Holeckova
(1996), Jaruga (1996), Lamb et al. (1998).
Eberhartinger (1999: 93) examines the impact of tax
regulations in financial statements by analyzing the
differences between tax and commercial reporting
in Germany, France and Great Britain within the
provisions of the Fourth EU Guidelines. Differences
show that disharmonization of national tax systems leads to the disturbance of the effects of the
comparability of subjects from different countries,
whereas non-compliance with the requirements for
a true and fair representation exists with the impact
of tax regulations on financial statements. In Germany, the influence of tax regulations on financial
statements is heavily present, as opposed to Great
Britain, where such influence is minimal in relation
to France, where a moderate impact was noticed.
All of the above can be considered an obstacle to
comparability. According to the author, the publication of the requested additional information in the
notes does not compensate for the lack of impact of
tax regulations on annual financial statements.
Ellefsen (1996: 844-835) examined the association
between accounting and tax rules in Norway. The
Norwegian Accounting Standards Board (NASB)
proposed clearer and more detailed accounting
rules and codification of fundamental accounting
principles, which means that alternative reporting
of entities for tax purposes, will no longer be pos-

sible. The NASB proposed a distinction between
the demands of financial reporting among business entities by allowing smaller subjects to prepare
simplified financial statements. More stringent accounting requirements and innovation in financial
reporting in the mid-1970s gradually reduced tax
conditionality of financial reporting. The adoption
of a large number of specific and standardized tax
rules in 1992 enabled the separation of taxable income and accounting profit, as well as the recognition of deferred taxes in financial statements.
In the past, the accounting system of the Czech Republic used to be associated with tax reporting, in
aspect of content and technical terms, marked by
the absence of consistent application of accounting
principles. The current accounting system has failed
to achieve its primary task - create a realistic picture
of the financial condition of a business entity, due to
which the need for accounting changes has arisen.
The new accounting concept is based on generally
accepted accounting principles of the occurrence of
event by which the subordination of accounting to
tax system was discontinued. Accounting gains an
independent function in accordance with the provisions of the EU Directive, and the connection of
financial statements and tax becomes a thing of the
past, as concluded by Holeckova (1996: 860-861).

3. Conclusion
The formation of the organizational structure of
accounting is affected by various factors as the accounting structure under the influence of environmental factors shows atypical behaviour which is,
at most, conveyed through particular factors. Based
on the above mentioned it is concluded that the said
factors, first and foremost, affect the accounting
practices of measuring and disclosing, which ultimately reflects on the preparation and evaluation of
the financial statements positions.
Accounting has a long tradition of activity and existence, yet under the influence of various environmental factors, not uniform accounting systems,
i.e. inconsistent accounting practices, have been
developed, thus creating the need for convergence
and harmonization. In addition to internal factors
acting upon the accounting system, there are external factors of higher impact as well, as shown and
confirmed by the opinions of many authors. The
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degree of intensity of external influences is disproportionate and conditioned by historical heritage,
culture factors, as well as connectedness of tax and
accounting authorities.
Interaction and dependence of the observed factors
affect business entities as they are forced to draw up
a dual set of financial statements, which is reflected
through reduced quality of information due to disharmonization of accounting and financial reporting. A parallel reporting system reduces the com-
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petitiveness of businesses and increases the capital
procurement costs, resulting in increased information redundancy. In addition to disharmonization
of the accounting system, an essential factor is the
asymmetry of information, which determines the
level of disclosure and transparency of information,
i.e. responsibility of the entity in preparing financial
statements. Under such assumption a greater need
for audit is created in order to reduce the sense of
doubt and mistrust in released financial statements.
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Računovodstveno vrednovanje sustava financijskog
izvještavanja kroz međuovisnost vanjskih čimbenika
Sažetak
Financijsko izvještavanje, uvelike ovisi o mikro i makro okruženju. Naglasak je, prvenstveno na institucionalnom okruženju sa specifičnim razlikama od zemlje do zemlje. Naime, to je jedna od činjenica, koje idu u
prilog uočenom gapu u primjeni standarda financijskoga izvještavanja. Promatrajući, s računovodstvenoga
gledišta uočeni gap, postaje naglašeniji kako se pojedina nacionalna gospodarstva ne razvijaju u jednakoj
mjeri. S druge strane, neki autori navode u svojim istraživanjima kako primjena standarda u financijskom
izvještavanja utječe na povećanje konkurentnosti za ravnopravno sudjelovanju na globalnom financijskom tržištu kapitala te su mišljenja kako je implementacija Međunarodnih računovodstvenih standarda
i Međunarodnih standarda financijskoga izvještavanja neophodna za transparentnost i ujednačeno prikazivanje bilančnih pozicija. U radu su razmatrani odabrani vanjski čimbenici (ili čimbenici okruženja)
koji utječu na različitost praksi financijskoga izvještavanja. Glavna svrha ovoga rada jest istražiti utjecaj
određenih čimbenika okruženja na sustave financijskoga izvještavanja. Metodološki promatrano, u obzir su
uzete zavisne i nezavisne varijable, pri čemu rezultati komparativne analize pokazuju značajnu povezanost
između čimbenika okruženja i financijskoga izvještavanja.
Ključne riječi: sustav financijskoga izvještavanja, politički sustav, ekonomski sustav, inflacija,
računovodstvena profesija, porezni sustav

156

God. XXIX, BR. 1/2016. str. 143-156

Review articles

Pregledni članci

Marija Ham, Dajana Mrčela, Martina Horvat:
Insights for measuring environmental awareness
Frauke Sander, Jürgen Janovsky:
Globalization as a risk factor for creativity and innovativeness
Kerstin Anstätt, Jürgen Volkert:
Corporate social responsibility impacts on
sustainable human development: Recent findings and consequences
Emira Kozarević, Nedžad Polić:
Perspectives of Basel III: Empirical evidence from Bosnia and Herzegovina
Jelena Legčević, Lidija Peterko:
Human resources in order to improve the overall quality: The case of CPII
Sonja Brlečić Valčić:
Relationship between different business value components within the oil and gas industry
Anita Frajman Ivković:
Limitations of the GDP as a measure of progress and well-being

Marija Ham, Dajana Mrčela, Martina Horvat: Insights for measuring environmental awareness

Marija Ham
Josip Juraj Strossmayer
University of Osijek
Faculty of Economics in Osijek
Trg Ljudevita Gaja 7,
31000 Osijek, Croatia
mham@efos.hr
Phone: +38531224400

Martina Horvat
Vatrogasna 48,
31000 Osijek, Croatia
martina.horvat66@gmail.com
Phone: +385951965776

UDK: 504.06:316.644
Review article
Received: September 24, 2015
Accepted for publishing: October 05, 2015

Dajana Mrčela
Saponia Plc., Kandit Ltd.
Matije Gupca 2,
31000 Osijek, Croatia
dajana.mrcela@saponia.hr
Phone: +38531513513

INSIGHTS FOR MEASURING
ENVIRONMENTAL AWARENESS
Abstract
In the past two decades, managing and raising the general level of environmental awareness on all levels
of society has become one of the main social goals that has reached a level of social and political consensus unseen ever before. Considering that only things that can be measured can actually be managed, the
measuring of environmental awareness based on scientific criteria is becoming increasingly interesting to
scientists working in different disciplines. As these disciplines developed, numerous laws were discovered,
models were developed and limitations which should be taken into consideration were defined. However,
there is a lack of literary sources that could offer a review of scientific knowledge acquired so far and provide a certain “check list” for researchers.
The purpose of the present research is to determine and discuss the key issues that should be considered
while creating measurement instruments, conducting analysis of research results and interpreting them.
Based on the analysis of relevant theoretical cognitions and empirical research results, the paper provides
an overview of key issues and categorises them in three groups: issues in measuring different components
of attitude, issues concerning the attitude – behaviour gap and issues concerning the influence of social
desirability and research sample. By considering all of these issues it is possible to account for and minimize
their negative influence and to contribute to the quality, universality and comparability of the obtained
results, as well as of the developed models and the defined laws.
Keywords: Environmental awareness, measuring, issues, attitude components
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1. Introduction
Over the last few decades, many attempts have been
made to form a conceptual and operational definition of environmental awareness. Along with literature on marketing, other scientific disciplines have
also dealt with this subject matter, primarily psychology, sociology, political sciences, environmental studies and business studies. Various measuring
instruments were used, which significantly differ
depending on the extent to which they include different environmental issues (population control,
natural resources, energy conservation etc.) and
depending on implicit and explicit assumptions
on the components of environmental awareness
(Schlegelmilch et al., 1996: 37-38). Interdisciplinary studies encompassing knowledge, experts and
methodology from different scientific branches are
often involved in this field.
The numerous studies of environmental awareness
can be divided into three groups, according to the
three main issues that those studies deal with (Culiberg and Rojšek, 2008: 132):
1. What comprises environmental awareness?
2. In what way do demographic and psychographic
factors influence environmental awareness?
3. What is the correlation between environmental
awareness and pro-environmental behaviour?
Managing and raising the general level of environmental awareness on all levels of society has become one of the main social goals that has reached
a level of social and political consensus unseen ever
before. Considering that only the things that can
be measured can actually be managed, the measuring of environmental awareness based on scientific
criteria is becoming increasingly interesting to scientists working in different disciplines.
As these disciplines developed, numerous laws
were discovered, models were developed and limitations that should be taken into consideration
were defined, especially for conducting analysis of
research results and interpreting them but also for
forming measuring instruments and defining research samples. This area of research is dependent
on interdisciplinary scientific cognitions and tools,
and consequently is very complex per se. In fact,
many researchers deal precisely with inconsistencies (Bratt, 1999), gaps (Grunert, 1993; Kaiser et al.,
1999; Schlegelmilch et al., 1996) and sample issues
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(Armstrong and Overton, 1977) in research. Nevertheless, there are still concrete measures introduced
and important business and political decisions
made based on these research results.
It is therefore important to discuss the issues important for designing measurement instruments,
analysing research results and interpreting them.
Different issues arise in different aspects of research
and it is important to be aware of and account for
different angles. By considering all of the relevant
issues it is possible to minimize their negative influence and to contribute to quality, universality and
comparability of the obtained results, developed
models and defined laws. Thereby, it is possible to
ensure the manageability of this concept and its
movement in the desired direction.

2. Defining environmental awareness
Although the concept of environmental awareness
is intuitively clear to most people, it is safe to conclude that there is no generally accepted definition,
or even clearly defined terminology. Therefore, different name variants of the same concept can be
found in English-language literature, such as environmental awareness, environmental consciousness, and environmental concern. In some cases,
the difference between attitude and behaviour is
not clearly distinguished, and the above-mentioned
terms are equated with terms such as environmental responsibility and environmental behaviour.
Environmental awareness can be broadly defined as
the attitude regarding environmental consequences of human behaviour. Starting from the typical
definition of attitude, environmental awareness is a
predisposition to react to environmental issues in
a certain manner (Culiberg and Rojšek, 2008: 132).
It is an element of one’s own individual system of
values and beliefs and it a part of social awareness.
Gagnon Thompson and Barton (1994) propose a
two-dimensional approach to understanding environmental awareness. According to them, there
are (at least) two motives or reasons why people
become concerned about the natural environment.
Specifically, there are ecocentric individuals who
value nature for its own sake and, therefore, believe
that it deserves protection because of its intrinsic
value. In contrast to them, anthropocentric indi-
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viduals think that nature should be protected for its
value in maintaining and improving the quality of
human life. These are primary sources of environmental awareness as an attitude.
Environmental awareness may precede pro-environmental behaviour. However, even when people
are environmentally aware, they do not necessarily behave in a pro-environmental manner. An environmentally aware consumer is not necessarily a
green consumer – in order to become a green consumer, one must behave in a certain manner. Environmental awareness is the first step in becoming
a green consumer (Carlson, 2004: 46). We can say
that environmental awareness is operationalised
through the form of environmentally motivated, i.e.
pro-environmental behaviour.
There are basically two types of attitudes used to
predict pro-environmental behaviour, namely attitudes towards nature itself and attitudes towards
pro-environmental behaviour, i.e. certain pro-environmental activities.
If environmental awareness (attitude) is supported
by actual pro-environmental behaviour, we may
use the term environmental responsibility. In other
words, environmental awareness consists of a positive attitude toward the environment and appropriate environmentally relevant behaviour.
Studies in the area of marketing often used to equate
socially responsible consumer behaviour with environmentally aware consumer behaviour. Leigh et al.
(1988) highlighted that consumers’ environmental
awareness represents a subset of the category of
social responsibility. Socially responsible behaviour
can affect particular groups within the society (e.g.
women, minorities, migrant workers, labour unions
etc.) or promote causes (e.g. rights of homosexuals,
religious affiliation, avoidance of “sin” stocks, reduction of weapons production, etc.). In other words,
it is important not to interpret socially responsible
and environmentally aware consumers as a single
market segment with a unique profile. Based on the
foregoing, Roberts (1995) defines the socially responsible consumer as a consumer who purchases
products and services perceived by him/her as having a positive (or less negative) impact on the environment or who uses his/her purchasing power in
order to express concern for a certain social issue.
Different studies encompassed different types and
aspects of pro-environmental behaviour, but also
all combinations thereof. Consequently, there are

studies dealing with generalised pro-environmental
behaviour, sector-related pro-environmental behaviour (most often recycling), behaviour with regard
to transportation (use of environmentally friendly
types and means of transportation), and energy
conservation and pro-environmental purchase behaviour (Roberts, 1995: 98). Such studies are sometimes focused on assessment of the situation and on
predicting the adoption of a certain type of consumers’ behaviour, while in other cases they are focused
on discovering impact factors and correlations between attitudes and behaviours as well as certain
incentives and behaviours.
It is also necessary to define consumer behaviour.
Consumer behaviour represents a process of obtaining and consuming products, services and ideas by a
consumer unit. It also includes post-purchase processes encompassing evaluation and post-purchase
behaviour. It should be noted that a “consumer unit”
is either an individual or a family (household) making an expenditure decision (Kesić, 1999: 2). When
discussing consumer behaviour in terms of green
marketing, it is particularly important to emphasize
the above-mentioned “consumption” (acceptance)
of ideas, and behaviour in accordance with those
ideas. This also involves behaviour that is not necessarily directly related to purchase and consumption
of certain products, because such a connection is
often indirect, and behaviour also relates to certain
other activities such as recycling, energy conservation, participation in environmental protection activities, etc. This is often the case when the agent of
green marketing is not an economic entity, but one
of the other social participants, such as an environmental organisation or the state.
In order to explain the relationship between attitude
(environmental awareness) and behaviour, psychologists have developed several models aimed at explaining what constitutes environmental awareness,
which are inherent factors and what are the interrelations between those factors. A popular theory
called “theory of planned behaviour” is often used
as a starting point.
The “theory of planned behaviour” (TPB) originates
from the “theory of reasoned action” (TRA) (Fishbein
and Ajzen, 1975). The TRA aimed to foresee human
behaviour by proposing that the behaviour of a person is affected by behavioural intentions, which are
primarily affected by attitudes toward the act and by
subjective norms. Thus, the TRA has two components: the attitude toward the act which is the func-
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tion of perceived consequences and subjective norms
which are a function of beliefs about the significance
of referents, and motivation to act in accordance with
those referents. These associations were supported
by numerous articles related to consumer behaviour
and social psychology (e.g. Ryan, 1982; Sheppard et
al., 1988). An extension of the TRA is the “theory of
planned behaviour” (TPB), proposed by Ajzen (1991).
The TPB added the concept of perceived behavioural
control to the TRA as a third predictor of intention.

3. Measuring environmental awareness
Studies relating to environmental awareness and determination and correlation factors that influence it
do not always provide consistent results. One of the
main problems that researchers face is the question
whether they (researchers) and their respondents
understand the concept of environmental awareness in the same way. Conflicting research results as
well as an exceptionally large number of influencing
variables have led to the assumption that researchers do not always share the same concept of environmental awareness (Carlson, 2004: 81).
Van Liere and Dunlap (1981) differentiate between
so-called substantive variations (content-related)
and theoretical variations between individual measurement instruments, i.e. measurement scales.
Content-related variations comprise differences of
range in which measurement scales cover different
environmental issues, such as pollution, population issues, wildlife preservation etc. It is not clear
whether the attitudes toward different issues are
equally reflected in a broader concept of environmental awareness. Another source of variations
is theoretical conceptualisation, which comprises
implicit or explicit assumptions on what comprises a respondent’s expression of environmental
awareness. Different studies covered, for example,
perceived seriousness of environmental issues,
knowledge on environmental issues and problems,
support for reforms, participation in environmental behaviour etc. In their own study, the authors
mentioned above found an inconsistency between
individual measurement scales in terms of both
substantive differences and theoretical conceptualisations. This indicates that a great deal of attention is required to combine different variables into a
unique measurement instrument.
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Different types of interpretation can also pose a
problem, particularly when providing a generalisation of conclusions. For example, in studies that examine behaviour in connection with recycling, the
variable is called pro-environmental behaviour. In
other words, behaviour connected with recycling is
generalised, and conclusions about an individual’s
level of pro-environmental behaviour are made on
that basis. Simultaneously, numerous studies deal
with the differences between factors which influence individual groups of behaviour: the purchase
of environmentally-friendly products, activities
connected with recycling, participation in environmental clean-up actions, support for green political
parties, donating money to environmental associations and initiatives, etc.
Apart from the above-mentioned, comparison of
the results of different studies is made even more
difficult due to cultural and historical differences
between various countries. Literature often mentions the generally present difference between the
western and eastern world when it comes to fundamental attitudes of man towards nature. In western developed countries, the philosophy of man’s
domination over nature prevails, and it is based on
early philosophical thought (Plato, Aristotle) and
Christian postulates (that God made man the ruler
of nature). In contrast, the philosophy of harmony
between man and nature, based on Taoism and
Buddhism, prevails in the Eastern countries. Considering that those differences can have a significant
impact on attitudes toward the environment, as well
as on one’s understanding of the very concepts involved, comparison of data or non-critical acceptance of, for example, measurement scales, can lead
to errors and misinterpretation of results.
Another challenge involved in these measurements
is something Yankelovich refers to as the “Mushiness Index”. It is a measuring instrument developed
by Daniel Yankelovich himself more than a quartercentury ago. It measures the firmness of one’s opinion on a topic, i.e. the degree to which consumers
are aware (able to clearly acknowledge their attitudes) and sure about how they think. Yankelovich
found that the vast majority of people do not have
very well-articulated and firm views regarding the
environment (Makower and Pike, 2009: 44-45).
When talking about measuring behaviour, one of
the main issues is the fact that most environmentally relevant behaviour (electricity conservation, water conservation, recycling, planned purchase etc.)
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takes place within the household (out of researchers’ sight), and measurement often relies on behaviour described by the consumers themselves. However, people are not necessarily aware of the impact
that their behaviour has on the environment. They
may unconsciously take action which increases or
reduces their impact on the environment, without
being aware of it (whether by doing something that
has a positive impact on the environment, (e.g. use
of catalytic converter in their car) or something that
has a negative impact (e.g. use of detergent harmful for the environment), leading to differences between actual and measured environmental responsibility (Gatersleben et al., 2002: 335).

3.1 Measuring components of environmental
awareness
In order to describe inherent factors of environmental awareness, one can use the three-component attitude model. Environmental awareness is a
multidimensional concept consisting of a cognitive,
affective and conative component (Dembkowski
and Hanmer-Lloyd, 1994: 594). Some authors studied individual impacts of each of those components,
while others believed that their mutual impact is too
strong, which is why they developed measuring instruments that use all three components simultaneously, without a clear distinction between them.
This three-component model of environmental
awareness as an attitude has often been applied in
many studies by a large number of different authors,
and it dates back to initial research by Maloney and
Ward (1973) and Maloney et al. (1975). As a part of
those studies, four known subscales have been developed, three of which are used to measure attitude
components, while the fourth one measures the actual pro-environmental actions that were taken.
In brief, the cognitive component comprises of our
opinion of someone or something (regardless of
whether we are right or not). The affective (emotional) component consists of our feelings towards
someone or something, while the third component
(conative, sometimes referred to as behavioural)
represents an intention to act in a certain way (Fraj
and Martinez, 2007: 27). We can also say that the
first two components form and direct the third (behavioural) component (Stone et al., 1995: 597).

Focus on the cognitive component in most of the
studies is the result of earlier studies that demonstrated that there is a significant influence of
knowledge and awareness of attitudes towards the
environment. Those early studies are based on the
assumption that knowledge influences attitudes,
and attitudes influence behaviour. It is the so-called
linear model. However, it should be noted that there
is no general consensus on that issue. Some studies reveal only limited influence of cognitive factors
(such as knowledge on the environment), and show
significant influence of affective factors in the process of making environmentally conditioned purchase decisions (Hartman et al., 2005: 12). There
are certain approaches found in recent studies that
reject some of the components of attitude and take
into account just the other two or even just one of
the components.

3.1.1 Cognitive component
Cognitive variables comprise knowledge, memory
processes, intelligence, decision-making and behaviour regarding problem solving. Knowledge (cognition) basically pertains to understanding – how
meaning is formed, applied and stored within an
individual’s mind (Wagner, 2003: 192).
We can say that the consumer’s ability to differentiate between decisions, procedures and choices,
based on their actual impact on the environment,
is in fact the basic requirement for his/her pro-environmental behaviour in any aspect. Makower and
Pike (2009) highlight that education (knowledge)
leads to a high level of environmental values, but it
does not necessarily cause to the customer to become an expert on environmental issues.
One of the main goals in studying cognitive and
emotional processes influencing consumer behaviour is to make an impact on the consumers’
knowledge. Knowledge can be defined as information stored in memory. As a part of total knowledge,
consumer knowledge is defined as all information
stored in the memory that serves for a consumer’s
functioning in his/her role as a consumer (Kesić,
1999: 181). This variable has been recognised by
marketing researchers as a factor influencing each
phase in making a purchase decision, influencing
the manner in which the consumers gather and organise information and determining how they eval-
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uate products and services (Finisterra do Paco and
Raposo, 2008: 131-132).
Gambro and Switzsky (1996) define environmental
knowledge as a student’s ability (author’s comment:
it was a research among adolescents) to understand
and evaluate the society’s influence on the ecosystem, and this knowledge is expressed by recognising environmental issues and understanding their
causes, implications and results.
Consumer knowledge on environmental issues is a
variable that is relatively difficult to measure. Due
to the specificities related to the particular countries where research is conducted, scales are applied
which measure the consumers’ own perception
on environmental issues (e.g. as in the studies by
Schlegelmilch et al. (1996)), instead of internationally tested scales which measure specific knowledge
(such as the scale developed by Maloney, Ward and
Braught (1975)). Scales which measure the consumers’ perception do not necessarily provide a
realistic view on the actual level of knowledge, but
their advantage is the fact that they are universally
applicable and comparable, easier to develop, and
they sometimes give more appropriate results, depending on research objectives (e.g. if the objective
is to measure the perceived level of knowledge as a
measure of the respondents’ self-esteem in that regard (rather than his/her actual knowledge), which
may also be an important factor of pro-environmental behaviour).
These types of scales are often found in public opinion polls and even in Eurobarometer studies (probably the most extensive modern public opinion poll)
which also monitor environmental issues on a regular basis. However, Kufrin (2003) claims that self-assessment of consumers’ awareness of environmental issues cannot replace an adequate measurement
instrument for objective measurement of that variable. An obvious weakness of such measurement
is the fact that different respondents will base their
assessments on different criteria – we do not have
a valid reason to assume that all of their scales are
“calibrated” in the same manner, that their level of
self-criticism is identical, etc. The author concludes
that, as a rule, researchers usually use objective tests
of environmental awareness in their studies, and respondents’ self-assessment is rarely applied.
Results of a research titled “National report card on
environmental knowledge, attitudes and behaviour”,
regularly conducted in the USA by the National En164

vironmental Education and Training Foundation
(NEETF), speak in favour of the foregoing. The research indicates a large gap between self-assessed
levels of knowledge and levels of knowledge measured by means of objective measurement. According to the ninth report published within the said
research, 70% of respondents estimated that they
knew “quite a lot” or “a lot” about environmental
issues. However, the results they achieved in an environmental knowledge quiz were much poorer (if
one were to express those results in school grades,
only a third of the respondents would get a passing grade, and only one tenth would get the highest
grade) (Kufrin, 2003: 4-5).
When talking about objective measurement of
knowledge, there are multiple problems. First of
all, the very nature of ecology which encompasses
complex interactions between living organisms and
their environment is what makes understanding of
this issue complex. Furthermore, regardless of the
current situation, it can be said that an average person does not know a lot about the environment (author’s comment: this was true back in the seventies,
but the situation has not changed until today). That
is why it is difficult to develop a measuring instrument with enough high-probability (“easy”) questions (Maloney and Ward, 1973: 585). Furthermore,
the process of determining relevant environmental
issues (topics) which should be considered when
measuring knowledge is exceptionally complex. The
manner of asking questions (and offering answers)
is also relevant, as well as the research method itself
(opportunity to “cheat”) which can influence the relevance of the measured level of knowledge.
There is no established pattern for the relationship
between knowledge and pro-environmental behaviour. In the meta-analysis of 128 previous studies,
Hines et al. (1987) found a mean correlation of 0.30
between the following variables: knowledge on environmental issues and pro-environmental behaviour. This moderate but statistically significant correlation was later also confirmed by Grunert’s study
(1993) on purchase of green or organic food products, and also by the model suggested by Chan and
Lau (2000). On the other hand, Maloney and Ward
(1973) found no significant correlation between
those variables. A study conducted by Arbuthnot
and Lingg (1975) should also be noted, since it
found a negative correlation. In brief, we can conclude that the prevailing attitude is that there is a
positive correlation between those variables, which
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is partially based on results of empirical studies, and
partially on logical reasoning and general theory
regarding attitudes and their impact on behaviour.
The assumption that those who know more about
environmental issues and their consequences will
be more willing to act in a pro-environmental manner may appear logical; however, proving this connection through empirical studies has been rather
difficult.
Schan and Holzer (1990) assumed that low significance in previous studies might have been the
result of the fact that scales that measure relatively
abstract knowledge (general knowledge on the environment) are correlated with very specific activities.
That is why they used two different scales for their
study: one for abstract and one for concrete/applicable knowledge (connected with concrete activities and strategies contributing to environmental
protection). They concluded that a certain amount
of information is necessary in order for behaviour
to have the desired effect and for applicable knowledge to have the impact of a moderating factor between attitudes and actual behaviour, since abstract
knowledge has no such impact. Knowledge, specifically applicable (concrete) knowledge, has an indirect effect on knowledge.
It should also be noted that the consumer may be
aware, i.e. capable to realistically assess his/her level
of knowledge on a certain environmental issue (“I
don’t know just how much I don’t know”), but it may
not be the case, because at least a minimum level of
knowledge is required for one to be aware of his/her
lack of knowledge, and to have an attitude towards
that level of knowledge (“I want to learn more and
I should learn more” or “That doesn’t concern me
at all”).
In his study, Wagner identified four different types
of consumers’ practical thinking and explained their
impact on actual environmentally conscious purchase behaviour (Wagner, 2003: 188):
• Pragmatism – pertains to accepting the complexity of environmentally responsible purchase
behaviour, without attempting to solve the issue
entirely. One might say that consumers who think
that way always look for the “better” and not for
the “best” solution. They consider the entire life
cycle of the product (LCA – Life Cycle Analysis),
but on a selective and comparative level, and they
consider all available information (they approach
life cycle analysis in a pragmatic, not scientific

manner).
• Gullibility – consumers who think in such a manner believe in certain information without understanding it completely. Behaviour is based on a
so-called “realistic illusion”. For example, tag lines
such as “friend of the environment”, symbols such
as a small green tree or packaging colours such
as blue-green are considered to be an indicator of
the product being environmentally friendly.
• Cynicism – such manner of thinking most often
appears when the consumer realises the gullibility
of his/her previous ideas on environmentally responsible purchasing and starts to understand the
scientific complexity (such as the very complex
LCA analysis) involved in the selection of products that are actually green. Confusion caused by
that comes with time, after adopting a pragmatic
or cynical way of thinking. Cynicism usually prevents further purchase of green products.
• Ignorance – consumers who apply this type of
practical thinking do not know anything about
green products and they do not want to know.
They simply avoid the issue of environmentally
conscious purchasing.
Pragmatism and gullibility facilitate, while cynicism
and ignorance usually prevent pro-environmental purchase behaviour. It is necessary to keep in
mind such types of practical thinking when creating measurement instruments, specifically when
providing proposed answers to closed-ended questions.

3.1.2 Affective component
Affect is a general term denoting feelings or emotions. The emotional or affective component of attitude pertains to a person’s feelings about the attitude object. The affective component is most often
expressed verbally as good – bad, positive – negative, to love – not to love, etc. (Kesić, 1999: 151).
The affective component of environmental awareness includes all anxieties, expectations, feelings
and emotional reactions relating to environmental
issues (Maloney and Ward, 1973: 585). It also includes an individual’s emotional judgement about
the consequences of his/her own impact on his/her
biophysical surroundings.
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Various studies (Chan and Lau (2000), Fraj and Martinez (2007), Maloney and Ward (1973), Schlegelmilch et al. (1996)) confirmed that affective variables
are a relatively consistent predictor of pro-environmental behaviour, including consumer behaviour
and buying of green products. In their meta-analysis, Hines et al. (1987) confirmed the mean correlation of 0.37 between those two variables.
It is often indicated that attitudes based on the affective component are more reliable predictors
(so-called leading variables) of pro-environmental
behaviour because such attitudes are less complex;
they are shaped more quickly and are more homogenous in comparison with attitudes based on a complex set of different supportive and non-supportive
components. Less complex attitude contributes to
less exposure to external or situational factors.
Smith and Haugtvedt (1995: 164) claim that a certain context can make some factors of a complex
attitude become essential, resulting in behaviour
that may be inconsistent with the general attitude
orientation. An example for this may be an individual who has a positive attitude towards environmentally friendly products, but at the same time,
he/she believes they are generally more expensive.
When price temporarily becomes the most important factor for that individual, the mentioned belief
can have a disproportional effect on his/her behaviour, so that the individual will buy a product that is
less environmentally friendly without even checking the price of the environmentally friendly alternative. On the other hand, an individual whose attitude towards environmentally friendly products is
based purely on positive feelings for such products
will be less influenced by prices, because no negatively evaluated attributes are integrated in his/her
attitude.
Chan and Lau (2000) confirmed in their study that
even people with a low level of knowledge on ecological issues can exhibit a strong emotional attachment to the environment. Moreover, they proved
that knowledge and emotional variables have a
completely independent influence on certain behaviour and it is therefore justifiable to treat them
as independent variables.
However, it should be pointed out that certain interaction between these variables can potentially
appear. In other words, it is possible that expressed
emotions towards the environment affect the increase of knowledge on environmental issues by
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inducing the consumer to consciously look into the
issues important to him/her. It is also possible that,
if the consumer knows more, i.e. if he/she is more
informed about poor environmental conditions,
extinction of some species, distortion of original
natural beauties, it would result in emergence of
positive emotions towards the environment never
felt before. Nevertheless, it should be noted that we
are talking about interferences between variables,
and not about variables conditioning one another,
given that, as mentioned, these variables can be
present and influence behaviour independent of
one another.
Dunlap and Van Liere (1978) developed the widely
accepted scale under the name “New Environmental Paradigm”, developed in order to measure what
people feel regarding the environment. The socalled “NEP scale”, based on 12 variables, was first
considered to be one-dimensional, but later three
factors were established: the balance of nature, the
belief that growth should be limited and the belief
that human beings are a part of nature (Cotrell,
2003).
The “affect subscale” developed by Maloney, Ward
and Braught (1975) is also often applied for measuring the affective component of environmental
awareness. In this subscale, different emotional
reactions towards the environment and environmental issues are measured by giving answers to
questions such as: “I get frustrated and angry when
I think about how industry pollutes the environment” or “It scares me to think that most of the food
I eat is contaminated with pesticides”.
By applying the aforementioned scale, as well as the
two other subscales, “verbal commitment” and “actual commitment”, Fraj and Martinez (2007) showed
that pro-environmental behaviour is determined by
affective variables (emotions towards the environment) and that affective variables better explain
pro-environmental behaviour in comparison with
attitude towards environmental activities (“verbal
commitment”). At the same time, emotions represent a significant variable that determines one’s attitude towards environmental activities.
Smith and Haugtvedt (1995: 165) explain the direct influence of affective variables on behaviour by
claiming that people will more often engage in activities they enjoy than in those that result in dissatisfaction. Therefore, we can expect that individuals
who experience positive affective states as a result
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of engaging in environmental activities will be more
inclined to repeat such behaviour than individuals
experiencing negative emotions or lacking positive
emotions.
It should be pointed out that there are attitudes that
negate the direct relationship between affect (emotions) and actual pro-environmental behaviour, by
emphasizing the existence of various mediating variables. One such (mediating) variable is most often
willingness, i.e. intention to act.
The usage of affectively oriented appeals seems particularly useful in getting people activated - it works
best for people who have little or no direct experience engaging in a particular (targeted) behaviour.
Needless to say, it is of great importance to reach
this particular group of people, since success in the
area of environmental protection depends on mass
participation. Once pro-environmental behaviour has been initiated, information-based appeals
work better in sustaining that behaviour (Smith and
Haugtvedt 1995: 165).
The previously mentioned usage of affectively oriented appeals is based on the almost universal human need to feel united with nature (to feel a part of
it). Hartmann and Apaolaza Ibáñez (2006: 677) indicate that there is an instinctive motivation in people to spend time in natural surroundings, due to a
positive emotional state experienced while spending time in nature.
If an individual really feels the described emotions
associated with nature and environment, but is unable to satisfy the need arising from those emotions
(to spend some time in nature), it can be assumed
that he/she achieves the mentioned unity with nature (to some extent) by purchasing and consuming green products which he/she perceives as being
part of that nature due to strong and continuous
marketing strategies in that sense. These emotions
often appear on a subconscious level, and consumers express it as “I feel good when I purchase and
use a green product”, although they do not really
know the answer to the question why. One can draw
a similar conclusion when it comes to engaging in
other pro-environmental actions or behaviour.
The mentioned indirect emotional connections and
the mediating variables need to be kept in mind
when creating measurement instruments and also
during interpretation of results.

3.1.3 Conative component
The conative component of environmental awareness includes behavioural intentions that result in
personal contribution to solving environmental
issues (Culiberg and Rojšek, 2008: 132). Some authors, e.g. Stone, Barnes and Montgomery (1995),
refer to this variable as “willingness to act”, while
Maloney and Ward (1973) call it “verbal commitment” and define it as a measure of probability of an
individual’s future actions.
Verbal commitment is often measured by an appropriate subscale, the “verbal commitment subscale”,
developed by Maloney, Ward and Braught (1975). It
measures what a person says he/she is willing to do
with regard to environmental issues. This subscale
measures the willingness to act by measuring the
extent to which people agree with statements such
as “I would go to work by bike or bus in order to
contribute to air pollution reduction”.
In Cottrell’s study (2003), in which the aforementioned scale was applied, verbal commitment (intention) turned out to be the strongest predictor of
behaviour. Ajzen (1991) also describes intention as
a strong indicator of behaviour, but also indicates
that the “ability” to predict a conative variable depends on the intensity of interactions between specific variables within the scale, as well as on the effects of external, i.e. situational variables.
Moreover, normative value (author’s comment:
what an individual thinks others expect of him/her),
ascription of responsibility (author’s comment: for
remedying of environmental problems) and locus of
control (author’s comment: opinion regarding the
extent to which individuals believe they can control
events and outcomes in their lives) are important
variables that can affect the connection between
intention, i.e. expressed willingness to a certain behaviour and actual behaviour (Cottrell, 2003: 370).
With regard to this, recent studies have included
the so-called “PCE variable” (“perceived consumer
effectiveness”), as well as other psychographic variables.
Studying conative variables (intention or willingness to certain behaviour) often leads to finding discrepancies between attitudes and behaviour, which
is the subject of the next chapter.
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3.2 Attitude – behaviour gap
According to Newhouse (1990), inconsistency between attitudes and behaviour most frequently occurs when measurements of general attitudes are
applied for prediction of specific (concrete) behaviour. Namely, the variables that measure attitudes
towards specific behaviours (attitudes towards activities) are better predictors of pro-environmental
behaviour than those that measure general attitudes
towards the environment (Bodur and Sarigöllü,
2005: 504). It is also necessary to take into consideration the possibility that consumers’ attitudes towards different environmental issues may differ, just
like their attitudes towards different environmental
behaviour.
Kaiser et al. (1999) provide three reasons (one
theoretical and two methodological) that affect the
predictive power of the concept of the pro-environmental attitude.
Graph 1 Willingness to buy environmentally friendly products even if they are slightly more expensive

From a theoretical point of view, different attitude
concepts are used in research, which make it difficult to compare the results of related research. On
the other hand, methodological flaws that affect the
observed attitude-behaviour relationship pertain to
the lack of measurement correspondence (attitudes
and behaviour are not measured on the same level
of specificity) and the lack of consideration of situational influences on the observed behaviour. These
influences are considered either as moderating factors affecting the relationship between environmental attitude and behaviour or as direct influence on
behaviour. Both approaches assume a rather arbitrary selection of possible influencing factors.
A survey carried out in 27 Member States of the
European Union in 2007 showed that the transformation of willingness (intention) into actual
pro-environmental behaviour is one of the main
challenges of green marketing. When asked the following question: “Please tell me whether you totally
agree, tend to agree, tend to disagree or totally disagree with the following statement: You are ready to
buy environmentally friendly products even if they
cost a little bit more”, the respondents answered as
shown in Graph 1.

Source: European Commission (2008), “Eurobarometer: Attitudes of European citizens towards the environment”, Available at: http://ec.europa.eu/public_opinion/index_en.htm (Accessed on: June 20,
2015)
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From Graph 1 we can conclude that three-quarters
(75%) of respondents are willing to buy environmentally friendly products. However, in the second
part of the same survey on what respondents had
actually done in the past month for environmental
reasons (Graph 2), only 17% of them reported that
they had bought an environmentally friendly product marked with an environmental label.

Table 1 illustrates even better the relationship between intention and behaviour. It seems that 15% of
respondents who are willing to buy environmentally
friendly products have actually done so, while the
biggest share (59%) pertains to those who expressed
the willingness to buy such products, but (due to
different reasons) have not crossed the threshold of
inertia and actually done so.

Graph 2 Actions taken for environmental reasons

Source: European Commission (2008), “Eurobarometer: Attitudes of European citizens towards the environment”, Available at: http://ec.europa.eu/public_opinion/index_en.htm (Accessed on: June 20, 2015)
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Table 1 Relationship between willingness to buy
environmentally friendly products and actual
actions
Purchasing
No
enviWillingness Willingness
willingness
ronmental
+ action
+ no action
+ no action
products
% of total
15%
59%
18%
sample

Source: European Commission (2008), “Eurobarometer: Attitudes of European citizens towards the
environment”, Available at: http://ec.europa.eu/
public_opinion/index_en.htm (Accessed on: June
20, 2015)
Leinberger (in Holt and Holt, 2004: 32) gives four
reasons for refraining from taking real actions despite the awareness of the need to preserve the environment:
1. I am too busy to make any changes,
2. Environmental products are too expensive,
3. Large economic operators are the ones who
should take actions, not people like me,
4. Others are not sacrificing anything; there is little
I can do alone.
It can be seen that the first two reasons pertain to
external, i.e. situational influences, while the other
two present attitudes, i.e. influences acting from the
inside (consumer’s consciousness).
What is more, it is often indicated that certain discrepancies between attitudes towards the environment and behaviour can be described by cognitive
dissonance. Cognitive dissonance is a mental state,
often a conflict, in which a person experiences two
or more contradictory beliefs or cognitively processes a lot of information. In an individual, it usually leads to a feeling of psychological discomfort
that lasts until the person resolves the issue.
Based on survey results, we can conclude that people often experience cognitive dissonance with
regard to their behaviour towards environmental
issues. If the conflict between environmental attitudes and behaviour really leads to perceived dissonance, a strategy used to reduce it could be to
channel one’s concern for the environment through
specific behaviours that require less or no special
170

sacrifice – thus creating an alibi for one’s own consciousness. For example, “Since I started sorting
waste for recycling, I have been acting responsibly
toward the environment, so it is not necessary to
use my car less or participate in the work of environmental associations” (Bratt, 1999: 28). It is possible to quite justifiably assume that certain people
will attempt to apply their environmental attitudes
in actions that require less effort and less cost.
Consequently, one can conclude that before making decisions on introducing measures to encourage certain forms of pro-environmental behaviour
(on state, or local or regional level) it is necessary
to consider the influences of those measures on
other forms of behaviour. For example, based on
his study, Bratt (1999) claimed that introduction
of an organized collection of paper for recycling
(front-of-house service) reduced to some extent the
recycling of other materials which still required going to places foreseen for that purpose, i.e. to special containers. This could be explained by the fact
that once paper has been handed over for recycling
(through organized collection), the perceived usefulness of transporting other wastes to specialized
containers is reduced (due to relatively larger costs
per waste unit or due to previously described cognitive dissonance, i.e. alibi for one’s consciousness).
Therefore, the motivation, and consequently the behaviour itself, is somewhat reduced.

3.3 Social desirability and sample issues
Influences such as social desirability or other forms
of (conscious or unconscious) bias in giving answers
can result in inaccurate representation of actual behaviour. Although some studies, like studies conducted by Gatersleben et al. (2002), Chan and Lau
(2000) and Kaiser et al. (1999), demonstrate that the
influence of social desirability is not especially significant when it comes to environmental awareness,
the fact remains that a consumer might be aware of
a certain answer being socially more desirable and
adjust his/her answers accordingly, which may then
differ from his/her actual attitudes and/or behaviour.
The mentioned bias is assumed in most studies; although there is evidence that the respondents (regardless of their demographic backgrounds) were
completely ready to express their apathy concerning
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environmental issues, as well as to explain the reasons for such an attitude, without even thinking of
giving socially desirable answers. One of the studies showing such results is the study conducted by
Chau and Lau (2000).
One of the ways to reduce the potential bias of respondents is to instruct the fieldworkers to explain
to the respondents clearly the importance of honestly expressing their true attitudes and to emphasize the fact that their answers would be analysed
and reported only on a collective basis (Chan and
Lau, 2000: 345). Apart from that, there are specific
interventions in creating the measurement instrument and/or during interpretation of research results.
For example, while creating the measurement instrument, it is possible to incorporate a subscale
measuring social desirability effects in the preliminary questionnaire, and then exclude from the final
version all those variables that are classified (based
on factor analysis) together with the factor marking social desirability, and to exclude the subscale
itself (Carlson, 2004). Another version of this is to
include the mentioned subscale in the final version
of the questionnaire, and then to exclude the questionnaires in which the effect of social desirability is
present at a level that exceeds the previously established maximum (Carlson, 2004: 77). By applying
a scale of 32 questions that measures the influence
of social desirability in respondents’ answers, Kaiser
et al. (1999) measured the influence on each of the
measured variables separately (pro-environmental
knowledge, environmental values, intention of proenvironmental behaviour, general pro-environmental behaviour). However, the preliminary testing
showed that social desirability did not influence or
had only a marginal influence on all measured variables.
Furthermore, it is necessary to take into account the
influence of systematic error resulting from unwillingness to participate in the survey (non-response
bias). It can be assumed that those who are more
interested in environmental issues, being thus more
environmentally aware, will be more willing to
participate. This is particularly the case in surveys
conducted via post or in other extensive types of
research that require more time being invested by
the respondents (as it is often the case with environmental awareness research due to the complexity of the issue which includes various aspects of the
respondents’ personality and behaviour).

Armstrong and Overton (1977) offered a way of
including systematic error in result interpretation.
The procedure involves comparing the so-called
“early” and “late” respondents, i.e. respondents who
participated in the survey at first request and those
who needed an extra incentive or follow-up letter,
assuming that late respondents are more similar to
those who did not participate in the survey. That
way one can make assumptions about the characteristics of those who did not participate. On the
other hand, in their research, Kinnear et al. (1974)
sent questionnaires to existing panel members (Canadian Family Opinion-University of Western Ontario Consumer Panel). Consequently, they were
able to compare the socio-economic background of
respondents and non-respondents, finding no significant differences between them.
In numerous studies, the problem of sample size
and representativeness were among the most significant limitations. Namely, due to a multitude of different influences on environmental awareness itself
and its operationalization in terms of pro-environmental behaviour, one often requires relatively large
samples of respondents (on national or even international level) to obtain realistic information. This
results from the fact that the level of environmental
awareness can differ in certain regions, depending
on region-specific environmental issues, dominant
industries, level of development and other.
In addition, the existence of actual or assumed
differences between certain socio-demographic
groups makes it harder to apply a student sample,
which is often used in marketing research due to a
very simple reason - availability. All of the above significantly increases the costs of conducting research
and represents an obstacle for application of certain
methodology that requires data collection continuity.

4. Conclusion
All the described issues and limitations of research
in no way diminish the value of researching or monitoring the level of environmental awareness or the
value of pro-environmental actions taken. However,
they represent factors that have to be taken into
account when creating measurement instruments,
analysing research results and interpreting them.
That way, one could minimize the influence of those
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issues and limitations and contribute to quality, universality and comparability of the obtained results,
developed models and defined laws.
Based on the analysis of relevant theoretical cognitions and empirical research results, the key issues
can be categorized in three groups: issues in measuring different components of attitude (cognitive,
affective and conative component), issues concerning the attitude – behaviour gap and issues concerning the influence of social desirability and the
research sample. When designing research methodology and interpreting the results all of the three
categories of issues should be taken into account in
order to provide the best possible answer to a specific research question.
It is important to bear in mind the complexity of attitude structure and its components, so that during
each stage of research design and implementation,
one can have a clear idea of which attitude component is being measured or interpreted. In addition
to this, it is necessary to take into account the potential interaction and different direction of correlation
between a particular component of attitude as being
the independent variable with a dependent variable.
The attitude-behaviour gap is particularly important to consider when interpreting research results
and defining theoretical and practical implications.
It is important to have a clear picture and the same
definition of the dependent variable during research

172

design and in making conclusions, implications and
resulting strategies. In addition, it should be mentioned that issues related to social desirability and
sample issues are sometimes underemphasized in
scientific research, especially when the research
purpose is to determine variable correlations and
predictors. These variable interdependencies can
be established on smaller convenient samples but
commenting on practical implications of such results should be limited, especially concerning the
direction of the variable influences.
We can conclude that significant progress has been
achieved in that sense in recent years. Accordingly,
the use of the term “environmental awareness” has
evolved from being just a declarative buzzword of
various speakers and instead it is used in actual
strategic objectives on different levels of society. In
order to continue this progress, it is necessary to
continuously work in various scientific and other
spheres to ensure its manageability in all relevant
aspects and areas. There is a lack of research in
the area of quantification and measurement of intensity of influence of particular issues, such as the
influence of socially desirable answers on research
results and the intensity of influence of a certain
variable. Also, efforts should be made in further development of tools and methodological insights for
explaining and minimizing the attitude-behaviour
gap.
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Važna pitanja prilikom mjerenja ekološke svjesnosti
Sažetak
U posljednja dva desetljeća, upravljanje i podizanje opće razine ekološke svjesnosti na svim razinama
suvremenoga društva postao je jedan od društvenih ciljeva koji je dosegao nikada ranije viđenu razinu
društvenoga i političkoga konsenzusa. S obzirom da je moguće upravljati samo onim što se može izmjeriti,
mjerenje ekološke svjesnosti utemeljeno na znanstvenim kriterijima dobiva sve više pozornosti znanstvenika različitih disciplina. S razvojem discipline, otkrivene su brojne zakonitosti, razvijeni modeli i definirana ograničenja koja je potrebno uzeti u obzir, međutim nedostaje literature koja bi istraživačima pružila
pregled dosadašnjih spoznaja i ponudila svojevrsnu „check-listu“ za istraživače.
Svrha je ovoga istraživanja utvrditi i raspraviti o ključnim pitanjima koja je potrebno uzeti u obzir prilikom
oblikovanja mjernih instrumenata, analize rezultata istraživanja te same interpretacije. Na temelju analize relevantnih teorijskih spoznaja i rezultata empirijskih istraživanja, rad pruža pregled ključnih pitanja i kategorizira ih u tri skupine: pitanja prilikom mjerenja različitih sastavnica stava, pitanja vezana uz
neusklađenost stavova i ponašanja i pitanja vezana uz utjecaj društvene poželjnosti i uzorka istraživanja.
Ukoliko se sva ova pitanja uzmu u obzir, moguće je uračunati i minimizirati njihov negativan utjecaj i doprinijeti kvaliteti, univerzalnosti i usporedivosti dobivenih rezultata kao i razvijenih modela i definiranih
zakonitosti.
Ključne riječi: ekološka svjesnost, mjerenje, pitanja, sastavnice stava
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GLOBALIZATION AS A RISK
FACTOR FOR CREATIVITY AND
INNOVATIVENESS
Abstract
The innovation pressure for the German economy increases with globalization. Yet, is this also reflected
in an increased innovation activity and creativity? The article at hand presents an opposing perspective:
based on some statistical analyses that indeed show a decline of innovation in Germany and other developed countries during the past years, several lines of argument are presented to explain that development.
Risks arising from globalization for the creativity and innovation potential of companies are identified in
economic, business and psychological areas, and their possible impact on creativity and innovation is explained in detail. Furthermore, possible countermeasures are summarized.
Keywords: Globalization, innovation, innovation management, creativity, medium-sized businesses, economic structure

1. Introduction
With globalization, competition and hence innovation pressure increases for the German economy.
This statement has been made to such an extent
over the last years that it now seems trivial. An automatism of “the more, the better”, however, would
contradict basic knowledge of behavioral psychology, according to which pressure from a certain intensity level is counterproductive. Is it possible to
transfer this insight onto the context between competition and innovation? Looking at the facts, it is at
least not to be dismissed:

• In the international creativity index, Germany is
ranked below average, e.g. behind Australia, New
Zealand or Norway, whose business activities are
far less internationally interwoven (Florida et al.,
2011).
• While German exports have increased by more
than 300% since 1992, the innovation intensity
has been declining during this period (Rammer,
2011: 7).
• The share of “real innovators” among small and
medium-sized companies in Germany halved
from 8 to 4% between 2000 and 2010 (KfW, 2011:
4).
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• The so-called Torrance test, used to monitor the
development of creativity in a country, shows
that e.g. in the U.S. creativity has continuously
declined since the 1990s (Kim, 2011).

2. Risk elements of globalization for creativity
and innovation

Positive effects of globalization come to mind spontaneously and intuitively, and there are certainly
a number of positive effects of globalization on
creativity and innovation management, such as the
facilitated access to international know-how, crossfertilization of intercultural teams or better perspectives for the commercialization of new products and services. But can also an opposing view be
derived from these findings, namely that globalization could be harmful for creativity? The objective
of this article is to demonstrate that globalization
indeed entails certain dangers for the development
of creativity and innovation activity in an economy,
especially for small and medium-sized enterprises
(SMEs), which have significantly partaken in the innovation performance thus far (see OECD, 2010).
The following text therefore focuses on five lines of
argument:

The problem of information overload was already
an issue in research in the early 1960’s (e.g. Miller,
1960; Gross, 1964). Since then, the amount of information has continued to increase exponentially: in
1980 already, people absorbed three times as much
information as in 1960 (Ritchell, 2010). Klausegger
et al. state that in the 1990s alone, the growth of
knowledge was greater than in the previous 2,500
years (Klausegger et al., 2007: 692). Since then, the
Internet has moved into the business world through
which the available amount of information has
again drastically grown. At the same time, it can be
observed that the productivity of available sources
of information is continuously decreasing – just as
outlined by economists in the law of diminishing
marginal returns. An example for this is the internet blog “smart-forum”, set up by consumers to discuss all aspects of their favorite auto brand smart. A
detailed analysis showed that only about 1% of the
generated information is of relevance for innovation
activities, whereas the rest of the information posted is highly repetitive or at least offers no creative
input (Henkel, Sander, 2006: 85).

• Globalization strengthens tendencies for information overload of individuals and thereby reduces their abilities for creative thinking.
• Globalization fosters more and more the manufacturing of internationally standardized products and enhances imitation instead of innovation.
• A negative impact can be expected on team communication as a central prerequisite for organizational and individual creativity.
• Globalization entails organizational requirements that hamper the innovation capacity of
companies, especially for SMEs.
• Ultimately, globalization increases time pressures
for the individual, which clearly go to the detriment of creativity.

2.1 Information overload

There are numerous studies about tangible and intangible damages caused by information overload.
A study by Basex (Spira, Burk, 2009) concluded that
the costs incurred through this in the United States
amounted to an estimated $900 billion in 2008
mainly due to interruptions at work. Overall there
is a number of ways that information overload can
negatively impact creativity and innovation processes:
• The more information an individual should process, the more the cognitive system becomes
limited to the left brain hemisphere. The complementary part on the right side is suppressed,
which hampers the ability of creative thinking.
• Also associated with information overload is
mental stress (i.e. Klausegger et al., 2007; Moser
et al., 2002), which typically leads to the ignorance of important information, inaccurate processing and procrastination and thereby hampers
work performance (Rachfall, 2010).
• Depending on personality, information overload
can lead to contrasting behaviors regarding infor-
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mation search: Due to the feeling of never fully
being informed, some people invest more and
more time in collecting information and do not
leave enough mental reserves to actually exploit
the gathered information in a creative process.
Other individuals tend to accelerate the process
of information retrieval too much. E.g. for 87% of
all Google searches only the first page of results is
consulted (Mavriqi, 2008). By means of eye tracking and heat maps it could be noted that even
within this already very limited range of information irrational selection mechanisms take place,
as many people only include less than a quarter of
the page in the information intake (Priebe, 2014).
In this case the creativity consequently refers
back to an inadequate information base, which
may ultimately lead to useless considerations.
Globalization contributes – so we argue – significantly to exacerbating the problem of information
overload. Firms can no longer rely upon traditional
business patterns and feel compelled to compete in
a completely new business environment (Therborn,
2000: 151). In particular, two trends explained below play an important role.
The expansion of foreign business intensifies information needs
As a result of increased global competition and
hence more demanding efficiency requirements
many firms are facing a number of challenges such
as developing new foreign markets, expanding exports, outsourcing parts of the value chain abroad,
or developing new cooperation structures in crossborder trade exchanges. For all of these tasks a systematic and comprehensive collection of information is necessary – letting a feeling of information
overload easily arise for employees of a company
which so far has been operating in a much simpler
environment.
Already when choosing new target markets, companies are faced with a variety of destinations that
need to be examined systematically. To enter foreign markets more quickly, companies often feel
compelled to conquer several foreign markets simultaneously. To cope with accompanying capacity
requirements, external sales partners, located in the
target markets, are involved more frequently. This
again leads to new information requirements, as the
selection and contracting process with these partners needs to be accompanied by significant information processing.

Since the personal customer contact is lost as a
source of inspiration when cooperating with local
distributors, companies are more dependent on
written information. This change in the information
processing also encompasses negative cognitive effects on the development of creativity. In addition,
the exchange of information with foreign partners
very often is subject to culturally related distortions,
which can lead to considerable uncertainties of the
recipient (Azar, Drogendijk, 2014).
Further burdens in terms of information processing result from the increasing range of regulation
in cross-border traffic of goods
Since World War II, more and more countries have
entered into agreements for facilitated multinational trade. Over time, large free trade areas such
as the European Community or the NAFTA have
emerged. The transnational trade of goods and services generally has been greatly simplified within
these free trade zones. At the same time, the new
institutions fixed new rules, which on the one hand
pursued the goal of preventing non-participating
states from market penetration, yet on the other
hand also set new boundaries for participating
members in terms of product composition, product liability and manufacturing processes. Many
of these regulations affect operational innovations,
particularly at the product level. In order to prevent
the waste of money on inventions that cannot provide any added value, they have to be considered
already in the early phases of product development.
One example is the REACH agreement implemented by the European Commission. REACH forces
companies to disclose comprehensive information
about the use of chemical components in supplied
products. Many companies do not have the required
competencies and therefore have to develop or buy
this expertise, occasionally employing chemists
who used to work in research and development. In
the worst case, they change their work fields – thus
switching from performing creative tasks to implementing standards that limit creative development.
Aside from REACH, there are numerous other
regulations that confront companies with the need
for additional supply of information. Therefore,
although tariffs have been reduced through numerous intergovernmental trade agreements, new
non-tariff trade barriers were introduced simultaneously and contrary to agreements. Assessing the
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risks associated with these various non-tariff barriers requires even more information than the former
tariffs, which then again contributes to information
overload.

2.2 Product standardization
Many discussions and analyses with regard to globalization focus on the intensified international
competition, agreeing that this leads to tightened
requirements with regard to working markets efficiently (Therborn, 2000: 151). To avoid being forced
out of business, companies must continuously adapt,
improve performance and try to be one step ahead
of competitors. For this purpose, resources need to
be used efficiently; the saving potential arising from
division of labor and specialization as well as economies of scale needs to be exploited (Koch, 2014: 80;
OECD, 1996: 7; OECD, 2007: 6). Associated with
this increasing pressure for efficiency, we see two
potential dangers for the development of creativity
in the context of product development:
• Increase of standardized offerings at the expense
of local (creative) diversity
• Focus on imitation instead of (creative) innovation
The tendency towards standardization reduces
the use of local creativity potential
As early as 1983, Levitt formulated the hypothesis
that only standardization would create long-term
success in a global environment: “A powerful force
[technology] drives the world toward a converging
commonality [...]. The result is a new commercial
reality - the emergence of global markets for standardized consumer products on a scale of magnitude
previously unimagined. [...] Gone are accustomed
differences in national or regional preference” (Levitt, 1983: 92). In his much-noticed work “Shaping
the future”, Keen follows a very similar line of argument (Keen, 1991). Levitt’s und Keen’s provocatively
formulated theses are part of a nearly 50-year ongoing discussion of the advantages of locally adapted
vs. globally standardized products with a number
of – sometimes contradictory – contributions (for
an extensive literature review see Schmid, Kotulla,
2011). The identified factors influencing the success of standardized or differentiated products are
so extensive that there is currently no overarching
and agreed-upon approach to derive optimal policy
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options. Despite the controversy, however, there is
consensus about the expected impact of the two
strategy options: Adaptation to local market requirements leads to a best-possible exploitation of
local market potential and is therefore oriented primarily towards effectiveness, while standardization
follows the primacy of efficiency targets (Douglas,
Wind, 1987: 20; Koch, 2014: 69; Quelch, Hoff, 1986).
Products that are designed as universally applicable
from the start, allow the realization of economies
of scale in production and research & development.
These savings can be passed on as a price advantage
to customers, which entails an additional purchasing incentive for the latter. (Levitt, 1983: 93; Quelch,
Hoff, 1986: 60).
Ultimately not all companies pursue such largely
standardized product policies as e.g. McDonald’s
or Red Bull. Research shows that pursued strategy
options vary with the industry, as e.g. standardization potential is mainly seen in high-tech products
and luxury items (Kotler, 1986: 13). However, a
certain tendency toward unification also applies to
companies that, in the sense of “glocalization”, convert a combination of “as much standardization as
possible, as much specialization as necessary”: oftentimes neither time nor the extensive R&D budget that would be needed to implement adjustments
for local markets in every detail is available. Moreover, even with regionally adapted offerings, efficiency pressure ultimately leads to a standardization of
procedures and processes, often also to centralization of decisions and to an increasing pressure for
employees to conform. As a result, local diversity is
reduced and existing creative potential is only reflected in a restricted way.
The focus on imitation additionally limits the required creativity potential
Zara is one of the most important fashion brands,
not only in Germany but also worldwide. The first
store opened in Spain in 1975 and by now there are
more than 2,000 stores in 88 countries worldwide,
79 of these in Germany. The textile group Inditex, to
which Zara belongs, has been able to achieve annual
sales increases by more than 20% (Statista, 2015).
The secret to success? Speed and imitation.
Though Zara employs its own designers, the similarities to known luxury labels’ collections are obvious. With the production primarily based in Spain,
Portugal and Morocco (at least for the sales within
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Europe), Zara is able to respond to new trends within the shortest time possible. This is how Inditex can
supply its European shops within 24 hours and its
American and Asian shops within 40 hours with the
ordered goods, and only 11 days pass from the time
the clothing piece is designed until it is on the hangers at the store (Roland Berger, 2008: 4). This allows
a clear advantage over designers who normally plan
their collections a year in advance and can barely
respond to subsequent changes. That way, the production of Zara’s goods not only takes place after
the fashion shows of other brands, but even allows
reviews of these shows by fashion critics to be considered. Hence, when developing their own collections, imitating existing products rather than creating them from scratch meets a clear business need.
The same can be realized not only at company level,
but also for whole economies: Japan, for example,
caught up with the enormous economic lag with the
western hemisphere at the end of the 19th century
and beginning of the 20th century by strictly focusing its economic power on copying products from
the West. This history repeated itself again in the
1970s and 1980s. At that time, the success found so
much admiration that many wanted to learn from
Japan. The Japanese economy certainly did not
distinguish itself through groundbreaking innovations though, but performance was largely confined
to incremental innovations, e.g. modifications of
existing products (Lill, 2013; N. N., 1969). On the
same principles, other Asian countries like China
have now developed a competitive position in the
world market. While from the early Middle Ages to
the communist turn, completely unknown products
were transported over the silk road to the West, today the fully loaded ship containers contain primarily cheap copies of goods from the West. In his interview with the Harvard Business Review Shenkar
captures this development and even goes so far to
state that the ability to imitate is more valuable for
business success than the ability to innovate (Shenkar, 2010). However, this development contains a
risk that is not to be underestimated for the creativity in companies. If, due to efficiency considerations,
imitation forms the base for a company’s portfolio,
the creativity potential for the future development
of innovative offerings will suffer.
This trend is reinforced by the market power of
large retail chains, wanting to respond quickly and
flexibly to the latest trends. Thereby a one-sided
demand-pull logic is encouraged while independent

creative performance in terms of technology-pushlogic receives little to no consideration. At malls in
the most diverse corners of the world, one therefore
increasingly finds the same brands with the same
articles, sometimes even the same store design and
an identical service offer. This development leaves
less space for creativity.

2.3 Communication impediments
Some still associate creativity with the cliché of the
solitary researcher who tinkers and experiments
alone for so long until he has a vital epiphany. Much
more often though, creative and new ideas are the
result of team work, based upon the combination
of different perspectives towards a problem. The
transfer of knowledge between different individuals
and thus communication are the decisive factors.
An active personal exchange between different disciplines, cultures, positions or departments fosters
the development of creativity: a variety of communication relationships based on trust, cooperation,
open discussion and mutual support. Besides, critical success factors are communication means that
enable a comprehensive, fast and efficient exchange
of information (Kanter, 1988: 172; Levin, Cross,
2004: 1478; Malecki, 2010: 1043; Williams, Yang,
2009: 387). At first glance, this may not sound like a
special challenge, but practice shows that in a global
context companies are confronted with a number of
challenges, which make the creation of such communication environments more difficult (Doz et al.,
2006: 6; Malecki, 2010: 1034):
Global or at least multinational structures provide some considerable spatial distance between
relevant interactants.
The spatial structures of research and development
(R&D) and innovation management of multinational companies – let alone the complexity of spatial
structures at the corporate level – illustrate a first
essential challenge: cooperating teams are no longer
located at a central site. Access to qualified staff, cooperation with research institutes and universities
as well as the development of new market potentials persuaded many companies to internationalize
their innovation activities (Hall, 2011: 195; Thursby,
Thursby, 2006: 2). A study by Booz and Insead shows
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that during the time period of 1975 and 2004, the
number of R&D facilities located abroad increased
from 45% to 66% (Doz et al., 2006: 2). In most cases
a new facility does not replace an existing one, but
serves as an expansion or spatial reconfiguration
of the value chain, so that existing and new facilities must be interlinked with one another (Thursby,
Thursby, 2006: 3). In a study of Quintas et al. it is
outlined that in some companies R&D activities are
located in even more than 30 countries (Quintás et
al., 2008: 1376).
In addition to the physical distance, language barriers often arise between the participants of international teams. The project language is not equivalent
to the team members’ mother tongue, which can
lead to significant misunderstandings. These not
only result from an erroneous translation, but also
from a different expression style and misinterpretation or disregard of contextual information (Chen
et al., 2006).
Overcoming spatial and also cultural distances thus
becomes a key challenge for communication. In the
age of advanced information and communication
technologies the range of means to do so is broader
than ever before. In her book „death of distance“,
Cairncross (2001) even affirmed that the problems
of spatial distance were already solved. But although
new communication technologies help overcome
spatial distances, they entail additional challenges
with regard to creativity development:
The usage of information and communication
technologies to overcome these distances limits
the opportunity to transfer knowledge because of
lacking face-to-face contact.
„Electronic revolution could hit employee creativity” – says a headline based on a study by Andersen
Consulting in 1998. Even then, 75% of all business
communication was done electronically, which
inevitably, was to the disadvantage of direct, personal interaction (Andersen Consulting, Investors
in People, 1998; N. N., 1998: 7). In addition, the
diversity of worldwide contacts has increased with
globalization, but the communication capacity did
not to the same extent; thus a reconfiguration of
communication channels becomes necessary: personal face-to-face contacts are replaced by mostly
electronically mediated (and apparently more efficient) forms of communication.
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However, while direct personal communication
enables the simultaneous transfer of multidimensional information – verbal, gesture, facial expression, body language and contextual information –
this is limited when it comes to the use of e.g. mails
and tele-conferences. Without face-to-face contact
during interaction with others, we lack the use of
those senses, which influence information processing mostly unconsciously like the smell, touch, or
hearing sense. This is how dealing with intuitive elements of information fades into the background –
to the disadvantage of the right-brain hemisphere,
whose regular activation is essential for the development of creativity. Furthermore, opportunities
to communicate implicit knowledge, which is very
important during creative processes, are clearly
limited (Dankbaar, 2007: 277; Storper, Venables,
2004: 354). Compared to personal communication, electronically mediated communication often
shows reduced speed and spontaneity and in some
cases also missing direct feedback options, thereby
limiting creativity (Malecki 2010: 1043; McDonough et al., 1999: 381; Storper, Venables, 2004: 354):
„Relative to electronically-mediated exchange, the
structure of face-to-face interaction offers an unusual capacity for interruption, repair, feedback and
learning“ (Nohria, Eccles, 1992: 293).
This is confirmed by studies that show that the use
of electronically mediated communication is not a
sufficient basis for successful collaboration without
additional, regular, and personal exchange (Malecki,
2010: 1044; Meyer, 1993). This most probably is an
important reason for the fact that during the last
two decades before the millennium expenses for
long-distance business trips increased more than
international trade (Storper, Venables, 2004: 351).
It is essentially tougher to build relevant trust for
a fruitful collaboration atmosphere without direct personal interaction.
With global teams, in which different cultures, languages and infrastructure come together and where
people may have never personally met before, the
establishment of a joint team culture and mutual
trust is already a challenge. Accepting expenditures,
i.e. an investment of time and money to form a relationship is one opportunity to create trust. As these
are “sunk cost” whenever the relationship is not
continued, this kind of investments is a clear signal
of interest in mutual exchange and collaboration.
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Paradoxically, the desired efficiency of electronic
communication limits its contribution to relationship building as it does not portray any significant
investments of time and money (Storper, Venables,
2004: 356).
In addition, studies show that electronically mediated communication is more fact-oriented than faceto-face communication and leads to a lower number
of contributions to be exchanged between collaborators (Siegel et al., 1986: 163). This contributes to
the efficiency of electronically mediated communication, but at the same time illustrates that this type
of communication is clearly less personal and hence
contributes less to building a relationship.
In light of this quality decline, creativity, which
should actually be shaped through collaboration
of international teams, is clearly restricted; not all
relevant content is delivered, messages are possibly
interpreted incorrectly and trust, as a basis of joint
creativity performance, only grows slowly.

2.4 Organizational burdens
Foreign trade has become more complicated for the
German economy overall – approximately 60% of
the surveyed companies complained about this in
the last DIHK1-Foreign Economic Policy Report
(2013). New markets and competitors may apply
different rules, especially with regard to legal certainty, corruption or the protection of intellectual
property. Currency manipulation, strategic trade
policy, state aid supporting “national champions“,
industrial espionage, or the strategic use of patent
lawsuits are problem areas that have gained importance in the light of globalization. While, for
example, the negative impact of customs on the
profitability of foreign trade used to be fairly easy to
estimate, the risks and burdens of various non-tariff
barriers to trade, government industrial policies or
patent disputes occurring today can often not even
be recognized before entering a new foreign market.
The increased complexity is especially true for innovation-friendly SMEs that face global competition.
For them, cooperation with local partners is often a
necessary requirement for market entry in order to
access distribution channels. Furthermore an international network has become a major success factor for the innovation process. In the much-noticed

concept of “open innovation”, this even becomes a
conditio sine qua non (Chesbrough, 2003).
But for SMEs the setup of networks with partners
from other countries often fails due to capacity constraints (Herstad et al., 2008). In some cases they
also occur at the expense of possibilities to control
the business abroad and can, at worst, lead to foreign
partners appearing as competitors also in the home
country. In economic history there are impressive
examples of this not only in the SME sector. The unfortunate cooperation between Daewoo and GM is
legendary, from which many models have emerged
with GM know-how, which the Korean partner suddenly began to sell on their own in the US. There
are numerous examples in Germany of how former
traditional brands fell into foreign hands against
the backdrop of globalization and were then permanently damaged in their image such as Grundig,
AEG or Grohe.
In particular, the experience gained from cooperation with Asian partners demonstrates an undesirable know-how-transfer (Beamish, Killing, 1997:
176; Blind et al., 2009: 59; Herstad et al., 2008: 65).
For the protection of intellectual property, there
are no procedures aligned to the opportunities and
needs of SMEs in the international context (Blind
et al., 2009: 33). The application of international
patents is generally costly and so tedious, that it often seems pointless to even file an application for
products with short life cycles. If, however, a patent infringement should arise, it is often not easy
to comply with the burden of proof and obtain a
verdict within a reasonable time frame. The granting of licenses to competitors could be an alternative to cope with competition. But German companies are usually far alienated from this useful – and
among large US enterprises widespread – practice,
as it very often does not fit to their company culture
(Wacker, 2012).
In the commercialization phase SMEs are used to
penetrate foreign markets in a successive manner,
i.e. one country after the other. The counterpart to
this would be a simultaneous approach (“sprinkler
strategy”), which is often not taken into consideration due to SMEs capacity limits. The gradual approach, however, has been less and less successful
for two reasons:
• Short product life cycles mean that countries
with a similar development level have to be developed immediately.
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• Especially Asian competitors are quickly in the
market with imitations and other follower-commitments.
This dilemma again can basically be resolved best
for SMEs by working with foreign distribution partners (despite the risks outlined earlier). Such cooperation is also important for SMEs because their
employees have often gained only little intercultural
competence. Yet, that is exactly what frequently
leads to difficulties in cooperation with partners.
For decades SMEs were protected against (strong)
competition in their specialized market niches.
But with globalization, these were increasingly addressed by foreign competitors, realizing economies of scale based on their international sales activities. Having lost this protection, SMEs are forced
to grow, in some cases using substantial resources,
which are then no longer available for innovation
projects. Also, with respect to management attention, this could lead to a shift in priorities negatively
impacting innovativeness. Hence, a manager who is
constantly involved in the preparation and execution of international travels, as well as the establishment of business relations in other countries, can
spend less time for the enhancement of innovation
activities.

2.5 Time
Some of the challenges for creativity arising from
globalization, as identified in the last four sections,
have a common consequence: time pressure. More
and more information should be analyzed for increasingly complex decisions. A cross-border communication in creatively cooperating, intercultural
teams requires more time. Speed is
 a crucial success factor in the development of new products.
Thus lack of time is a kind of synthesis of the line of
arguments presented previously. Repercussions on
perceived or actual time constraints, however, do
no not arise only indirectly, but also directly as we
see a direct relationship between globalization, time
perception, and creativity, which will be further explained below.
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On an individual level, globalization increases
time pressure by an enlarged range of options.
According to Gross, we live in a multi-option society (Gross, 2005). In all aspects of life, we have a
confusing variety of options available: 17,500 eyeglass frames in an optician store, several thousand
names that parents can choose from when naming
their children, more than 7,500 bachelor degree
programs at German universities – these are just a
few examples of the almost exponentially increased
number of options pressing for numerous decisions
daily. Rules and traditions of our culture, which
seemed unalterable as recently as 100 years ago and
simplified many of these decisions - for example, to
take over the occupation of one’s parents – have lost
validity in our modern societies in favor of freedom
and self-determination.
Globalization contributes to this increase in options
through two developments: on the one hand, due
to elimination of trade barriers, lower transportation costs etc., globalization entails an even wider
range of services and products offered and thereby
expands the actual the number and scope of potential choices (Koch, 2014: 77; Levitt, 1983: 93;
Pieterse, 1994: 166; Sirgy et al., 2004: 251). On the
other hand, globalization also affects the filter effect
of culture: with its values, norms and traditions,
culture helps the individual to reduce the number
of feasible options – a prerequisite for coping with
complexity (Pfaff, 2013: 114). However, this restriction ability of culture is lost when traditional values
lose importance in a globalized world and cultural
diversity evolves in terms of the postmodern idea of
“anything goes”.
Facing a decision, individuals therefore have to deal
with a burden of options increased by globalization.
The quantitative burden of options increases with
the growing number of possible alternatives that
need to be differentiated and selected. More complex selection processes with more selection parameters, a large amount and/or ambiguous information adds to the qualitative burden of options. If
this increases to the point where available resources
– and crucial here is time – do not suffice to master
the variety of possible actions, the burden of options evolves to “stress of options” (Pfaff, 2013: 123).
This stress of options is also closely related to the
information overload discussed earlier. If there were
more choices available, more information would
have to be collected, which would again intensify
perceived time pressure.

God. XXIX, BR. 1/2016. str. 177-192

UDK: 65.012:001.895 / Review article

On an institutional level, globalization contributes to an increase of time pressure due to a
higher pace of change and increasing efficiency
requirements.
Globalization goes along with an increase of efficiency pressure. This again is accompanied by a
growing rate of change: adjustment periods that
continuously become shorter, for example through
shortened product life cycles, demand a high pace
in the implementation of measures to optimize performance and increase efficiency: “no matter how
stable an industry is, today it’s changing at least 10
times faster than 25 years ago” (House, 2003: 34).
Companies that cannot cope with this speed of
change forfeit competitiveness and therefore (global) market shares – time becomes a decisive competitive factor (Harvey, Griffith, 2007: 489).
In daily work this often leads to an increased time
pressure for employees: a defined workload has to
be managed more quickly and with fewer resources
(Elsbach, Hargadon, 2006: 470; Fraser, 2001: 20). In
particular, those workers reporting 45 and more
actual working hours weekly were affected by time
pressure despite their already increased working hours – 66% of the respondents said in a 2011
study, they had to fight with a lack of time very often (Statista, 2011b). In a survey by TNS Infratest in
the same year, almost 40% of the respondents stated
that they were strongly or very strongly burdened
by time pressure at work (Statista, 2011a). Where
time savings can no longer be achieved, time is
“compressed”, meaning one tries to complete several activities at the same time: writing emails during
meetings, preparing the next workshop while eating
lunch in front of the computer etc. (Hauser, 2003).
Time pressure has a negative effect on the development of creativity.
How does lack of time affect creativity? Is the oftencited saying “With the necessary pressure, things
get done” also applicable to creativity?
Employees basically show different responses to
time constraints in their work. For some, the energy level rises, they work more and show a higher
engagement. For others, the time pressure leads to
frustration, increases impatience and causes a feeling of powerlessness in the face of even more tasks
to be performed (Amabile, 2002: 57; Kelly, Karau,
1999: 1348). Overall, however, it turns out that even

if employees are more productive under extreme
time pressure and work longer hours, work results
are less creative. An extensive study of different innovative projects showed that on working days with
very high time pressure (highest rating on a 7-point
scale), it is 45 % less probable that employees deliver
creative thought processes (Amabile, 2002: 57). This
creativity loss did not only impact the one stressful
day, but was also experienced on the following two
days (Amabile, 2002: 57; Amabile et al., 2002: 12).
Thus, in the long run a “chronic time pressure” can
lead to a “chronic lack of creativity”. The effect is
heightened additionally when a low level of creativity in the early stages of an innovation project
strengthens the (perceived) time pressure in the
medium run. It is like a negative spiral this will have
a further negative effect on creativity performance.
To conclude, lack of time is one of the key obstacles
for the development of creativity (Amabile, 1997:
49, Amabile et al., 2002: 14; Soriano de Alencar,
2008: 102).
This negative impact may be explained by a number of influences throughout the creativity process.
First, there is less time to understand the problem
as such and the underlying customer needs. In the
next step, lack of time has a negative effect on the
exploration of new situations. A creative output
can occur only if there is enough time available for
the development of a solution space with numerous ideas and associations (Ruscio et al., 1998).
The same applies for the then upcoming linkage
of developed ideas and associations as well as the
analysis of possible combinations: the more time is
available to explore options, to assess their impact,
to drop, or further elaborate, the higher the creativity (Amabile et al., 2002: 3; Ruscio et al., 1998).
Regardless of the creativity process, time pressure
leads to further limitations of creative, cognitive
processes. Individuals process less information, are
less willing to take risks and use simpler cognitive
reflection patterns and strategies to solve problems,
which significantly restricts the overall creativity
and flexibility in thinking (Amabile et al., 2002: 15;
Hallowell, 2005: 57). The type of innovation projects
and thus the relevant creativity potential change
under time pressure in favor of small alteration
steps. Projects with radical changes are more complex, connected to more risk and uncertainties and
often encompass a wider range of impacted corporate functions. Thus, its implementation significantly slows down. If speed becomes a priority, this
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results in a trend towards incremental rather than
fundamentally new changes (Kessler, Chakrabarti,
1996: 1165).2
As a result, it should be noted that globalization increases the burden of options on an individual level
and the efficiency pressure on an institutional level,
thereby increasing the perceived time pressure. Ultimately, creativity suffers since less time is available
for explorative thought experiments and information processing.

3. Possible countermeasures
In economic development there is practically no determinism. Every action may entail positive as well
as negative effects. Of course, this is also the case for
the relationship between globalization and innovation, i.e. creativity. There are definitely compelling
arguments and opportunities for increasing innovation and creativity potential through globalization,
too. Moreover, it is by no means as if the loss of creativity and innovation strength would be unavoidable or irreversible in its consequences. Companies
can employ a range of measures to counteract the
demonstrated risks:
• Management of the flood of communication:
With regard to communication, many employees
use a simple stimulus-response model: they use
the more or less permanently existing options to
communicate without substantial restrictions.
As a result, this leads to people constantly being
interrupted in their work or multi-tasking. The
simultaneous work on different tasks can only
be performed at the expense of creativity though
(Amabile et al., 2002). Therefore it seems essential that communication is disconnected from
conceptual tasks. It would make sense e.g. to fix
a maximum time budget and time slots for meetings, writing e-mails and other communicative
efforts, thereby opening up capacities reserved
for creative activities.
• New creativity in product development: The
creative performance of the employees and therewith also the innovation strength of companies
could be enhanced by changing the focus of new
product development. In addition to the attention paid to easily recognizable, rapidly changing subjective customer needs, focus should be
on all the still unmet – often latent – customer
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needs, following an often-cited quote of Henry
Ford: “If I had asked people what they want, they
would have said faster horses.” Another option,
implemented at various corporations in Japan,
is a stronger separation of pre-competitive from
competitive R&D, so that besides the rapid and
efficiency-oriented competitive research more attention is paid to latent customer needs and the
development of completely new ideas.
• Modified role in the innovation process: A
company – especially a SME – does not have to
operate as a full-line producer in the innovation
process; this can even impair the innovation capacity since the involved parties rely too much on
internal resources and neglect the opportunity
of interinstitutional cooperation alliances. Networks can newly align existing R&D capacities
and use them more efficiently.
• Modified organizational culture: SMEs are often molded by their owners and therefore show,
at least traditionally, a rather centralized decision-making behavior, which is known to be detrimental for innovation (see Graumann, 1994).
As corporate culture has a very strong influence
on a company’s ability to develop innovations,
decision makers are well advised to initiate a cultural change.
• Time Management: Companies like 3M, which
allocate a fixed time budget for the development
of creativity and innovation and implement this
by corresponding management support in the
daily work, show that there are meaningful starting points for the promotion of creativity also in
time management.

4. Conclusion
Promising positive effects of international cooperation for the development of creativity and innovativeness are discussed widely. In our paper we have
shown that these effects by no means arise automatically, but rather that globalization is accompanied
by a number of risks to creativity and innovativeness.
The efficiency benefits of globalization could be
fostered at the expense of quality and the development of creativity and innovativeness: an increasing amount of information is to be processed, more
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communication processes are to be managed and a
continuously increasing volume of products is to be
produced based on standardized processes. In such
circumstances, perceived information and communication overload as well as an efficiency-based
pressure to adapt to standardized behavior can
cause affected employees to draw back from creativity processes and take refuge in simpler tasks. This
can lead to an unwanted vicious circle with regard
to creativity, as employees that did not have enough
time for creative work during a period of time also
start losing their potential for creativity, which will
in turn affect the individual set of priorities at the
expense of creativity. These trends are accelerated
by the modern information and communication
technologies. By no means are these negative consequences inevitable; on the contrary, companies
have a range of options at hand to counteract these
threats to creativity.
Limitation of our approach and recommendations for future research
The presented approach and results are subject to
some limitations:

• Our analysis focuses mostly on innovation in
terms of new product development in contrast to
process innovations.
• Obviously, our analysis was focused on the obstacles that globalization creates for creativity
and innovativeness. An in-depth analysis of the
positive impact of globalization on the exact same
constructs would also be worth analyzing.
Future research should address the specific requirements emanating from these limitations, i.e.:
• Generate empirical data that should be based on
interdisciplinary efforts with respect to the areas
of psychology, anthropology and business economics;
• Validate differences for individualist and collectivist cultures;
• Analyze the mutual impacts between product
and process innovation in light of globalization;
• Contrast positive and negative impact of globalization on creativity and innovativeness.

• We chose to conduct our research on existing
documentation. The conclusions are not validated by own empirical data.
• Although addressing globalization, our view is
rather restricted to the cultural perspective of the
occidental hemisphere where individualism finds
strong emphasis in creativity development.
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(Endnotes)
1

DIHK is the central German national organization of the Chambers of Industry and Commerce.

2

However, it is also not the case that in the complete absence of time pressure an optimum could be achieved on creativity. The study
of Amabile et al. showed two opposite behaviors here: either explorative-oriented creativity, which is not related to a specific problem,
or the complete lack of creative processes (Amabile et al., 2002: 60).
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Globalizacija kao čimbenik rizika
za kreativnost i inovacije
Sažetak
S napretkom globalizacije raste i pritisak za inovacijama u njemačkom gospodarstvu. Pitanje je odražava li
se to na povećanu inovacijsku aktivnost i kreativnost. U ovome se radu to pitanje obrađuje iz suprotne perspektive: s obzirom na to da statističke analize pokazuju pad inovativnosti u Njemačkoj i ostalim razvijenim
zemljama u zadnjih nekoliko godina, taj se trend objašnjava na nekoliko načina. Globalizacija predstavlja
rizik za kreativnost poduzeća i njihov potencijal za inovacije. Taj se rizik ovdje identificira u gospodarskom,
poslovnom i psihološkom području te se detaljno obrazlaže njegov potencijalni utjecaj na kreativnost i
inovacije. Također se iznose mjere kojima bi se moglo djelovati protiv takvih rizika.
Ključne riječi: globalizacija, inovacije, upravljanje inovacijama, kreativnost, srednje velika poduzeća,
ekonomska struktura
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CORPORATE SOCIAL
RESPONSIBILITY IMPACTS ON
SUSTAINABLE HUMAN
DEVELOPMENT:

RECENT FINDINGS AND CONSEQUENCES
Abstract
The goal of this article is to critically analyze the findings of the first, recently published, studies about Corporate Social Responsibility (CSR) impacts on Sustainable Human Development (SHD). We aim at deriving
conclusions for effective CSR strategies and at identifying consequences for management and research. As
CSR claims to create value for corporations and for society, we argue that the people-centered Capability
Approach (CA) is promising to provide neglected and much needed insights how corporate activities affect
individuals and communities. Based on a survey of recent literature addressing CSR impacts on SHD, we
highlight CSR potentials to improve average well-being in multiple dimensions of SHD. Moreover, we critically assess challenges and limitations of CSR as a strategy to preserve and foster SHD. For instance, studies
have shown that, despite CSR-driven well-being increases, social capital, relational capabilities and collective agency may become challenged by corporate strategies. Moreover, corporate environmental impacts
have been found to be less often addressed by both, companies and SHD researchers. Resulting inequality
and fairness issues have been identified as causes of violence against corporations even in the presence of
total well-being improvements. We conclude that companies should strategically take into account a comprehensive range of factors driving and hampering SHD to account for their whole portfolio of corporate
opportunities and risks. This requires evaluating CSR impacts instead of only focusing on CSR inputs and
outputs. Thereby, corporations can mitigate their risks, improve their stakeholder trust and strengthen
their competitiveness.
Keywords: Corporate Social Responsibility (CSR), CSR impact evaluation, Sustainable Human Development, Base of the Pyramid (BoP), Capability Approach
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1. Introduction
Based on an overview of the findings of the first, recently published studies about Corporate Social Responsibility (CSR) impacts on Sustainable Human
Development (SHD), the goal of this article is to analyze these contributions in order to derive conclusions for trustworthy and effective CSR strategies as
well as for prerequisites of CSR impact assessments
and need for further research.
In our paper, we conceptualize CSR following the
EC which states that:
“to fully meet their corporate social responsibility,
enterprises should have in place a process to integrate social, environmental, ethical, human rights
and consumer concerns into their business operations and core strategy in close collaboration with
their stakeholders, with the aim of maximizing the
creation of shared value for their owners / shareholders and for their other stakeholders and society
at large identifying, preventing and mitigating their
possible adverse impacts” (EC, 2011: 6). As such,
the implementation of CSR can be interpreted as
part of the corporate strategy and interests (MüllerChrist, 2010).
We operationalize the concept of “Sustainable Human Development” (SHD) based on Nobel Prize
laureate Amartya Sen’s (2013) human development
and capability approach (CA). Derived from the
CA, “Human Development” stands for “the expansion of people’s freedoms and capabilities to lead
the lives that they value and have reason to value.
It is about expanding choices.” Derived from the
Brundtland definition of Sustainable Development,
SHD is perceived as “the expansion of the substantive freedoms of people today while making reasonable efforts to avoid seriously comprising those of
future generations.”1
Enhancements of SHD and CSR may be closely related to each other. Corporate strategies and CSR
impacts are motivated and challenged by SHD risks
and drawbacks, e.g. by global warming, poverty,
underemployment, lack of education and health,
water crises and many others.2 At the same time,
transnational corporations exert substantial positive and negative influences on SHD.3 In the light
of these interdependencies, it is necessary to assess
the interplay of SHD and CSR. However, despite
the high and increasing number of CSR initiatives,
it has been criticized that we still do not know the
194

consequences of CSR for the lives of the potential
beneficiaries in whose names CSR is (also) carried
out (Schölmerich, 2013: 2; Blowfield, 2007: 683). We
will contribute to closing this gap by this review of
recent literature findings addressing CSR impacts
on SHD. We argue that the human development
and capability approach is promising to bridge the
mentioned gap and challenges as it is a peoplecentered approach which explicitly explores how
people’s lives and real freedoms develop, e.g. as a
result of CSR. In our paper, we will explain how CSR
can directly impact SHD and capabilities of potential beneficiaries and how this may, but need not,
result in improving the people’s lives. Grounded
on this conceptual analysis we will discuss empirical findings of the first studies which have explored
CSR impacts on SHD and people’s well-being.
Furthermore, we reconsider corporate SHD influences beyond well-being which have to be part of a
comprehensive SHD assessment. We finally discuss
challenges and limitations of CSR contributions to
SHD before concluding about lessons learned from
a corporate perspective.
With respect to the applied research methodology,
we apply a most recent literature study focusing on
first scientific contributions which assess CSR impacts on SHD. We further structure our analysis by
first distinguishing CSR potentials and limitations
of micro-level assessments which focus on individual determinants of capabilities (only), thereby
paving the way to the discussion of approaches to
evaluate CSR’s overall well-being impacts. The analysis of meso-level studies is supposed to identify
the value-added and further research perspectives
of CSR impacts on collectives and relational capabilities. Our macro-level analysis critically analysis
findings on companies as global CSR rule setters.
Confronting the broader scope of sustainable human development challenges with predominant
CSR rationalities, we identify and critically discuss
the heroic assumptions of (only) simultaneously
effective and explain how these can cause a major
neglect by CSR, notably in the field of environmental sustainability. We finally address the theoretical
and empirical limitations of self-interested utilitarian strategies to foster sustainability in the sense of
intra- and intergenerational justice before we conclude with open questions and ways forward.
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2. CSR impacts on SHD – overview from a
capability approach perspective
CSR does not only claim to strengthen corporate
performance but also to enhance the well-being of
internal stakeholders, such as employees and external stakeholders, e.g. local communities. How these
stakeholders’ lives and SHD are affected by CSR can
be conceptualized in a capability approach framework as illustrated in Figure 1.
Such a capability approach framework includes
natural and manmade systems, which, as a result
of sustainable human development governance,4
influence individual resources and conversion factors (arrow 1). This holds for resources and means
such as individual incomes, commodities and available services. The extent to which these means can
be converted into personal well-being also depends
on so called “personal conversion factors” (health,
education, age, religion, sex etc.), which are as well
impacted by SHD governance. For instance, the
state of natural, political, economic and social SHD
governance systems influences people’s health status as a component of personal conversion factors.
Which and what kind of effects these individual
potentials, including financial means, commodities
and personal conversion factors have on personal
Figure 1 Capabilities, their determinants and
related concepts

well-being is further driven by social conversion
factors, e.g. social opportunities, economic facilities, social protection, political freedoms and transparency guarantees. Social together with environmental conversion factors (including cleaning of the
air by woods etc.5) as the third group of conversion
factors have been termed “instrumental freedoms”
(Sen, 1999: 38-40). Instrumental freedoms stand for
the contributions of social actors (state, civil society
groups, corporations) to determinants of capabilities. For example, a person being exposed to defective SHD governance systems which cause diseases
will suffer from a more or less reduced well-being
depending on instrumental freedoms, notably on
social opportunities like access to the health care
system. Moreover, the person’s health and well-being will also be influenced by environmental conversion factors which determine how far the environment has already suffered.
Together, SHD governance systems, individual
potentials comprising of financial means, commodities and personal conversion factors as well
as instrumental freedoms consisting of social and
environmental conversion factors shape a person’s
“determinants of capabilities” which are the foundations of a person’s capability set. Capabilities are the
beings and doings that a person values and has reason to value. A capability set, representing a human
being’s real freedom and well-being, includes the
combinations of beings and doings that the person
can achieve: e.g. to live a long and healthy life, to be

Source: Own figure, based on Volkert et al. (2014)
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well-educated, be treated with respect etc. Out of
this capability set a person chooses the capabilities
which he or she wants to realize thereby creating
functionings which represent the opportunities a
person has achieved. Functionings are reflected by
the achieved way of living. An individual will evaluate the state of his or her realized and unrealized opportunities which results in more or less satisfaction
or dissatisfaction.
The kind of functionings that have been chosen and
achieved has impacts back on natural and manmade systems (arrow 2). Having further evaluated
the bundle of chosen and achieved functionings,
the person’s degree of dissatisfaction or satisfaction with the own achievements may also feed back
to the political sustainability governance (See also:
Volkert et al., 2014).
We argue that corporations usually have a direct
impact on instrumental freedoms (social and environmental conversion factors) but can often only
indirectly influence capabilities and functionings.
For instance, a corporation can establish health
services to improve its employees’ or suppliers’
productivity. Health services directly foster instrumental freedoms, notably access to health care as a
social opportunity. However, the company cannot
ensure a person to become healthier, i.e. it cannot
directly impact health as a personal conversion
factor or health capabilities because the latter also
depends on people’s values, attitudes and behavior.
As such, even medically perfect corporate health
contributions may remain ineffective, if people, e.g.
due to cultural reasons, do not use them or do not
comply with recommended therapies (Moczadlo et
al., 2015). As such, how much a strengthening of instrumental freedoms results in enhanced capabilities and well-being will depend on personal conversion factors as well as on further means, personal
conversion factors and instrumental freedoms.

3. Empirical well-being assessments of
individual CSR stakeholders
Despite CSR’s claim to also provide value to society
and its impacts on instrumental freedoms which
are to be expected from a theoretical CA point of
view, the impact of CSR on potential beneficiaries and communities has been neglected for a long
time (Blowfield, 2007). However, in the meantime
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first CA research has been carried out to assess
corporate impacts on SHD. Some of these studies
provide an indirect analysis of the corporate effects
on stakeholders. Other studies directly address individual stakeholders and numerous community
members to learn more about their experiences
and evaluations of corporate overall and specific
impacts on stakeholders’ well-being. In the following, we first recapitulate the indirect studies, their
lessons learned, challenges and limitations from a
CA perspective, before introducing major strands
of CA research which directly assess how corporations affect capabilities and SHD.

3.1 Assessments of selected determinants of
capabilities and functionings
The UNDP (2008: 22-23) reported on 50 transnational corporations and specific instrumental freedoms addressed by each of these companies. Based
on the identification of specific instrumental freedoms targeted by various CSR strategies, conclusions were drawn on potential linkages and impacts
between enhanced determinants of capabilities
and individual well-being, represented by the Millennium Development Goals (MDG). The study
highlights that doing business with the poor can
result in a better access to food, health care, water,
sanitation and housing. Inclusive business models
may furthermore increase the productivity of poor
people. Moreover, technology spill-overs can occur
when corporate activities result in capacity building
among employees, producers and small business
owners. New economic opportunities as well as the
already mentioned higher productivity may both
result in higher incomes of the poor, thereby implicating further macroeconomic multiplier effects.
Also an empowerment potential of corporations is
mentioned in the study.
Schrader (2011) aims at assessing the CSR impacts
of seven transnational corporations6 on the social
and environmental well-being of poor households
at the Base of the Pyramid (BoP). Providing insights of interviewed experts, corporate staff and
stakeholders, he claims that with respect to social
conversion factors, some of the corporate activities
may result in health improvements and mitigation
of malnourishment of poor households, income
increases and lower risks of poverty traps. Further-
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more, he argues that capabilities of the poor might
have been enhanced, notably cognitive skills, the
health capability and the ability of households’ to
control economic means. However, he also finds
challenges of new dependencies of poor suppliers
in the supply chain of transnational corporations.
Also, he sees a risk of undesired changes in traditional value systems. Regarding environmental conversion factors, he finds CSR potentials to improve
the preservation of natural resources and to reduce
greenhouse gases in some cases. However, in other
cases he identifies risks of additional environmental
damage, increased resource consumption and waste
material accumulation.7
Schölmerich (2013) aims at assessing CSR impacts
on instrumental freedoms by two kinds of Cambodian businesses. The (very) small companies of the
first group cooperate and contribute to an NGO’s
initiatives for street children. The second group assessed by Schölmerich, are Cambodian garment
factories’ CSR strategies in their core business. Focusing on corporate enhancements of instrumental
freedoms and the impact these may have, she argues
that CSR beyond core business issues can also have
non-negligible positive impacts on poverty mitigation. However, these are not as large as impacts of
CSR which is built in the core business of companies.
Shrivastava et al. (2014) analyze the case of Toyota’s
joint venture which created a lean production site in
a village near Bangalore (India). They find positive
impacts on wages, education and training, accompanied by challenges for justice and other instrumental freedoms, notably access to social security,
access to labor rights and labor conditions and deteriorating environmental conversion factors.
L’Huillier and Renouard (2015) study a recycling
project led with waste-pickers by a food-products
company and its impacts on the beneficiaries’ empowerment, in a CA setting. They find that the
project has limited impacts on economic aspects
of empowerment, and positive impacts on sociopolitical aspects, especially saving groups, relationships within the unions, and collective action. They
emphasize that switching from an economic to a
sociopolitical vision of empowerment can yield for
a private company.
Overall, the mentioned studies show that companies
may influence the whole spectrum of instrumental
freedoms. Positive impacts on instrumental free-

doms can provide corporate opportunities to gain
trust, reputation, increase productivity or revenue,
reduce costs and improve cooperation with various
stakeholders as well as the long term corporate value. Potential negative impacts highlight challenges
for stakeholders but also possible conflict and further transaction costs for the company, which are
of interest for corporate risk management. As such,
analyses of positive and negative impacts on a wide
range of selected corporate stakeholders’ instrumental freedoms identify a portfolio of corporate
opportunities and risks which can be essential for
optimizing stakeholder management.
Nevertheless, in general a single CSR strategy usually targets only some of these instrumental freedoms. For instance, each single of the companies
analyzed by the UNDP (2008) did only contribute
to some instrumental freedoms and MDGs. Most
of these companies contributed to less than four of
the eight MDGs and some even just to one of these
instrumental freedoms and development goals.
Moreover, the UNDP (2008: 23) also mentions
negative corporate impacts on environmental protection, e.g. when business models meet the ends
of immediate beneficiaries but at the same time deplete the natural resources of the community. This
underlines the necessity to assess all determinants
of capabilities in order to find out more about SHD
effects (Volkert, Zoll, 2009).
Therefore, in the following, we will discuss the findings of first assessments of corporate impacts on
overall well-being based on more recent research in
Nigeria’s Niger Delta and in rural Karnataka (India).

3.2 Assessments of corporate impacts on overall
wellbeing
For more than a decade, a strand of research by Gaël
Giraud and Cécile Renouard8 has assessed multinational oil companies’ human development and
capability impacts in Nigeria’s Niger Delta. There,
oil companies’ CSR strategies provide jobs and vocational training aimed at people’s engagement in
income generating activities. By engaging in these
forms of community development the corporations
hope that the communities’ nearby their oil production sites will guarantee peace and cooperation for
the corporate core business.
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To assess the commodities available and material
deprivation in the communities an asset index is applied. It covers the possession of items such as a radio, TV, computer, oven, refrigerator, mobile phone,
bicycle, motorbike, car, tractor, generator, kerosene
lamp, sewing machine, house, apartment or boat.
Building on this, instrumental freedoms and social
conversion factors are addressed which may help
converting the material means into basic capabilities. They consist of access to drinking water, toilet, meals per day, access to health care, access to
education, communication and transport services
(Lompo, Trani, 2013: 250-251). These variables are
close to the components of OPHI and UNDP’s Multidimensional Poverty Index (MPI) (Alkire, Foster,
2011).
The impact assessments show that the CSR activities of the oil companies have succeeded in providing better access to electricity, drinking water and
other public services (Diongue et al., 2011). It has
also been possible to enhance the population’s capabilities with microfinance initiatives. These and further activities have sometimes contributed to people’s empowerment. However, microfinance as well
as empowerment strategies have only been found
to be successful in regions where the CSR projects
actively involved the people. Overall, an improved
well-being has reported by people of higher wealth
quartiles (Lompo, Trani, 2013: 259-261). Nevertheless, it has also been found that oil companies’ CSR
in the Niger delta has not succeeded in enhancing
the basic capabilities for the most deprived in this
region. Renouard (2010: 94) has emphasized the resulting increase in inequalities as a further outcome
of oil companies’ CSR strategies. Higher inequality
is accompanied by the challenge of an emerging dependence mentality in some project regions.
Another evaluation of CSR impacts on SHD is
provided for the Bayer CropScience Model Village
Project in rural Karnataka (India). With the Model
Village Project, Bayer CropScience, a German multinational company sourcing its seed production in
rural India, wants to explore whether and how enhancing human development of its suppliers, many
of them being poor smallholder farmers, can at the
same time strengthen the corporate supply chain’s
productivity and competitiveness, e.g. by health
and education initiatives or by rotating savings and
credit associations (Moczadlo et al., 2014; Volkert et
al., 2014). The empirical evaluation comparing the
development in two model and two control villages
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shows a statistically significant positive impact of
the CSR activities on the well-being reported by the
people in the model villages. However, irrespective
of the participation in MVP activities, the increase
in reported well-being is significantly lower for illiterates, for people who do not work, for households
with very low incomes and for households without
land (Strotmann et al., 2015).
It has also been shown that assessments of the capabilities that people find to be extremely important together with subjective perceptions of related
restrictions can provide valuable information for
designing and implementing CSR strategies. Capabilities and functionings like being well educated
or living in an intact nature have been classified
as extremely important by a relatively high share
of villagers who at the same time feel restricted in
these dimensions of well-being. To address these
issues which the population perceives to be key human development challenges enables corporations
to gain trust in the beginning of a community development project. Moreover, it has been shown
that other issues which local stakeholders do highly
value without feeling restricted in these domains,
should be objectively controlled if the issues are
strategically important for a company (Volkert et
al., 2014: 12-13). For the Bayer CropScience Model
Village Project, health and nutrition provide illustrative examples. Here, villagers perceived health
to be extremely important for a good life but felt
not restricted in this respect. However, objective
evaluations by medical staff in health camps of the
model villages have highlighted substantial health
risks which are not clear to the population. Therefore, the identification of such issues which are central for a cooperation but characterized by lack of
information and misperceptions of the corporate
stakeholders provides the foundation for necessary
awareness raising and information which is necessary to mitigate risks and to realize CSR strategies
in an efficient way.9
By way of interim conclusion, we can recapitulate
that the first evaluations of CSR impacts on overall
capabilities and well-being provide insights which
can be important for designing and implementing
CSR strategies. Nevertheless, the scope of corporate
influence is not restricted to individual capability
sets. Corporations do also affect collective characteristics of groups and communities which we reconsider in the next section.
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4. Assessments of corporate impacts on
community characteristics
Corporations have influence on a variety of group
characteristics which are beyond the scope of individual capability and well-being assessments. For
instance, Ansari (2012) has emphasized that corporations and markets can foster or destroy social
capital. For example, strengthening or at least preserving bonding social capital within a community,
which includes respect of local codes, traditions,
trust, values and identities, is important for companies. The reason of this importance is that bonding
social capital enables people to learn, internalize,
diffuse and retain capabilities that may have been
newly acquired as a part of CSR projects. Moreover,
bridging social capital, which considers relations
between different actors, groups, communities or
states (Giraud et al., 2013: 9), allows for a capability transfer by accessing new resources, for instance,
expertise, knowledge, skills and financial capital
that may be provided by CSR initiatives (Ansari,
2012: 829-830). Based on this general importance,
Ansari (2012: 831-832) argues that to reap potential
mutual benefits of CSR for companies and group
or community members, corporations, notably in
BoP projects, should build bridging links between
the poor or other local stakeholders and business to
allow for capability transfer and at sustaining community bonding so that transferred capabilities can
be absorbed and utilized by more people.
Gaël Giraud and Cécile Renouard have aimed at
further developing the social capital approach as a
theoretical background for corporate impact evaluations by establishing a “relational capability” concept. They have applied their relational capability
concept also to assess the impact of oil companies’
CSR in the Niger Delta in Nigeria. Relational capabilities focus on the quality of social relations among
people and on their empowerment which may both
be substantially impacted by corporate activities.
Relational capabilities are seen as core human functionings within and between groups which are also
linked to the political dimension (Renouard, 2010:
89-90).
To operationalize this concept, a “Relational Capability Index (RCI)” has been established. Its goal is
to empirically analyze relational inclusion or exclusion. It is supposed to complement conventional
poverty indices, e.g. the Multidimensional Poverty

Index (Giraud et al., 2013: 1). The RCI consists of
three dimensions. The first RCI dimension is the
“integration to networks”. It contains instrumental
freedoms such as access to employment, transport,
telecommunication and information. The second
RCI dimension highlights the quality of “private relations”. It comprises of components like household
size, family ties, close friends and emotional support, financial support and trust in the community.
The third RCI dimension is “civic commitment”. It
incorporates components such as group membership, participation in collective action, participation
in elections, solidarity in the sense of membership
in a common interest group and trust in others, notably in unknown people.
Evaluations of CSR impacts of oil companies in the
Niger Delta show that overall the standard of living
in communities nearby these sites has improved.
Quantitative estimations confirm this finding
and reveal that CSR impacts on the RCI are more
complex (L’Huillier et al., 2014). The beneficiaries’
integration into networks improves with these
programs, at the expense of deteriorated private
relations. At the component level, these results are
explained by better access to transportation, information and telecommunication, but important loss
of trust in other community members. Increasing
inequality is seen as a main reason for this loss of
trust in the community. The causes behind have
been related to corporate payments to local leaders
who neglect their communities. Therefore, community members without a political voice have targeted transnational corporations to express their
feelings of injustice (Diongue et al., 2011: 4-5).
The result of these processes has been an increasing resistance and sometimes fierce violence of the
population against the oil companies and their sites.
Nevertheless, it has also been shown, that CSR projects focusing on personal and collective empowerment which preserve and improve relational quality
between persons and groups may be a way to overcome these challenges (Renouard, 2010: 93).
Summing up, assessments of CSR impacts on
groups and communities can be seen as an important component of a complete evaluation. They can
identify risks beyond individual standard of living
and capability effects thereby providing helpful information for corporate risk management or reputation building strategies. However, companies do
not only influence individuals and communities
within given institutional and legal frameworks.
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They have also become rule-setters in national and
global sustainability governance systems, the consequences of which will be sketched in the following.

5. Impacts of companies as global CSR rulesetters
In recent years global sustainability governance has
increasingly been characterized by state failure and
resulting governance gaps as well as private standards emerging out of private governance arrangements such as corporate or multi-stakeholder networks and further forms of private governance (See:
Utting, Marques, 2010; Moczadlo, Volkert, 2012).
Kalfagianni (2014) has analyzed the impact of voluntary corporate SHD standards on human capabilities and distributional impacts. He finds different
effects for rule-setters, rule-takers and rule-users.
Rule-setters, who create or endorse voluntary CSR
standards, benefit from more legitimacy and authority which private standards may provide. Above
all, the regulatory empowerment of corporations in
relation to the state and broader civil society associated with private standard setting contributes to the
fact that multinational companies reap most benefits and are most empowered by private standards.
However, particularly those standards which may
induce substantial changes cause high costs. Therefore, SMEs and smallholders who cannot afford the
adoption of private standards do not benefit accordingly (See also: Moczadlo, Volkert, 2012).
Rule-takers are those who have to comply with
private rules, e.g. labor and suppliers. Labor as a
rule taker can, inter alia, benefit from outcome
standards. Potentially better working conditions or
higher wage levels provide examples. Furthermore,
producers in the supply chain who depend on intact
ecosystems may profit from improvements resulting from the adoption of voluntary environmental
standards. However, again the most vulnerable and
financially weak actors do benefit less or even not at
all, as long as they are not capable of complying with
private standards. For instance, poor or less educated and low-skilled suppliers may be crowded-out
from emerging global supply chains (Kalfagianni,
2014).
Rule-users are those who, like some consumers, use
private governance standards as criteria for their
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decision-making. Rule-users may substantially benefit from the possibility of informed choices due to
better, healthier or safer products and processes.
Private standards may also provide opportunities to
express and share cultural values and beliefs. Nevertheless, sufficient information and financial affordability are prerequisites for rule-users to benefit
from private SHD standards. Moreover, Kalfagianni
(2014: 312-315) has emphasized that benefits are
concentrated mostly on rule-users of affluent countries while fewer people in poorer countries profit.
In general, it has also been criticized that private
standards building on markets and property rights
challenge the use of traditional knowledge and
practices which may be displaced or patented for
exclusive use of transnational corporations. Furthermore, there is a risk that small-holders as ruletakers or rule users and civil society are underrepresented or excluded in the standard-setting process
which may further contribute to unequal benefits
for different actors.10

6. Challenges and Limitations
6.1 Corporations and Environmental Sustainability: the case of the Carbon Disclosure Project
Up to now, most attempts to assess CSR impacts on
SHD address social sustainability issues more frequently and intensively than corporate impacts on
environmental sustainability. This corresponds with
Schrader’s (2011: 178) findings, who, by analyzing
BoP impacts of seven transnational corporations,
argues that also these corporations focus more on
socio-efficiency than on ecological efficiency.
However, it would be wrong to conclude that there
are necessarily less corporate activities which are
supposed to address environmental sustainability.
For example, 8,375 of multinational companies have
signed the Global Compact (See: UN Global Compact, 2015a) as the major global code of ethics. Three
of the Global Compact’s ten principles (7-9) (See:
UN Global Compact, 2015b) call for corporate initiatives to take account of environmental challenges.
Since decades, the ISO 14000 family of standards,
which has been adopted by diverse transnational
corporations11, aims at providing practical tools for
companies to more systematically managing their
environmental responsibilities. „Of the world’s larg-
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est 250 corporations, 93% report on their sustainability performance and 82% of these use the Global
Reporting Initiative standards to do so (See: GRI,
2014: 4; GRI, 2015a). The GRI standards cover some
34 environmental indicators among all indicators
used.12 Last but not least, more than 822 institutional investors have joined the Carbon Disclosure
Project with the aims of bringing down capital costs
for corporations as well as reducing Greenhouse
Gas Emissions (GHG) (See: CDP, 2015b). As recent
CDP impact studies highlight important features
and challenges of CSR’s environmental impacts, in
the following we focus on the CDP as a prominent
and instructive example.
The CDP is a non-profit organization founded in
2000 and initiated by investors13 that aim at disclosing information on companies’ greenhouse gas
(GHG) emissions, water usage and strategies for
managing climate change, water and deforestation
risks for their long-term objective analysis (See:
CDP, 2015b). The initiative perceives this information to be relevant for the protection of their long
term investments and the reduction of long-term
risks arising from environmental externalities. In
this section we will focus on the climate change program of the CDP. The goal of CDP’s climate change
program is to drive investment flows towards a
low carbon and more sustainable economy and to
convince companies to account for environmental
risk to increase the transparency in this field. CDP
wants to support the reduction of companies’ GHG
emissions and the mitigation of climate change
risks (See: CDP, 2015a). To increase the transparency of GHG emissions and corporate strategies for
managing climate change risks and opportunities
related to different business sectors, the CDP has
established a large, annually updated database by
requesting standardized information on GHG emissions, energy use and on the risks and opportunities
from climate change of some of the world’s largest companies through annual questionnaires. The
questionnaires are sent on behalf of institutional
investors and corporations respond to these questionnaires on a voluntary basis (See: CDP, 2015b).
The goal of the CDP is to enable comparisons across
firms by a standardized format – like the Global Reporting Initiative – and to motivate corporations to
participate in the initiative by rewarding strong performers with reputational benefits and pressuring
non-disclosers and poor performers (Knox-Hayes/
Levy, 2011: 4).

As such, the central questions from a corporate and
from an SHD impact evaluation perspective are:
does the CDP satisfy the expectations with respect
to lower financial costs (corporate perspective) and
also with respect to reduced GHG emissions (SHD
perspective)?
The recent metastudy “From the Stockholder to
the Stakeholder” carried out by Oxford University
scholars has reviewed more than 200 studies to analyze the correlation between diligent sustainability
business practices and economic performance. The
findings confirm a positive correlation. According
to the study 88% of the reviewed sources which
specifically investigate the correlation between sustainability and operational performance (in total 51
studies) find that companies with robust sustainability practices demonstrate better operational performance (Clark et al., 2015: 33). Furthermore, good
corporate governance structures and environmental risk management practices and their disclosure
help to reduce information asymmetries and decrease both the cost of debt as well as the firm’s cost
of equity resulting in better credit ratings (Clark et
al., 2015: 24-26). As the CDP does have a positive
influence on the stock price performance of companies and the operational performance of a company,
the CDP can give incentives to CEOs to incorporate sustainability considerations into their decision
making process (Clark et al., 2015: 32).
These positive general findings from a corporate
perspective correspond with another recent study
of Kleimeier and Viehs (2015: 11) who focus on
carbon disclosure and the cost of debt. They show
a positive relation between voluntary carbon disclosure and loan spreads. Accordingly “voluntary disclosures pay significantly lower loan spreads”. that
means that borrowers who answered the CDP questionnaire do directly benefit from the participation.
According to Dhaliwal et al. (2011: 74) superior
CSR performers enjoy a reduction of 1.8 % in the
cost of equity capital for first-time CSR disclosing.
Dhaliwal et al. (2012: 752) further show that more
CSR disclosure leads to lower analyst forecast error
which indicates that CSR disclosure “complements
financial disclosure by mitigating the negative effect
of financial opacity on forecast accuracy”. Another
study shows that better reporting related to sustainability disclosure leads to a lower cost of equity as
the firm-specific uncertainties, especially in environmentally sensitive firms can be reduced (Reverte
2012).
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By way of interim conclusion, recent studies are
found to provide indications that corporations do
indeed benefit from a participation in the CDP via
lower financial costs. However, the question is still
open whether benefits do also accrue to SHD by the
expected GHG reductions realized by CDP participants.
Doda et al. (2015: 7; 9) have recently analyzed the
impact of carbon management practices on the reduction of GHG emissions. They found no statistically significant evidence that such practices had
influenced corporate GHG emissions. The authors
provide three major reasons for this missing SHD
impact. Among the major limitations of the voluntary CDP the failure of corporations to provide disclosure standardized to all issues and that corporations disclose self-selected issues and furthermore
that the data are often not complete or consistent.
Thus, the comparison with other corporations, especially across sectors, is difficult because of limited
consistency of the activity and information provided, e.g. in the scope14 of each company’s reporting,
because of different measures (absolute / relative
data) and because of gaps (Sullivan et al., 2012: 10).
Another explanation for this missing impact could
be a delay between the implementation and an observable reduction. This has to be observed in the
future. But even in this case the CDP does not contribute immediately to a reduction in emissions as it
is needed to avoid dangerous climate change (Doda
et al., 2015: 9). The final conclusion of the authors
is that the carbon management practices are not
sufficiently impact-oriented, but that corporations
are only interested in the presence of the practices
because of expected corporate benefits without assessing their impact on reducing GHG (Doda et al.,
2015: 10).
These CDP evaluations emphasize the potential
shortcomings of CSR input activities which do not
necessarily result in any significant SHD impact. As
such, CSR inputs and initiatives, notably disclosure
commitments such as the Global Compact, the GRI
Guidelines or Environmental Management Systems
like the ISO 14000 standard family may be a first
step to a more ambitious strategy to yield substantial impacts. However, CSR inputs and management systems are also at risk of becoming popular
tools of a CSR in the corporate interest which at
the same time ignores environmental or social impacts. Therefore, reliable CSR will have to report
much less on CSR inputs and devote much more
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emphasis on environmental and social impacts and
their evaluation. In doing so, linkages between environmental and social sustainability will have to be
more intensively investigated because the poor or
marginalized are most vulnerable to environmental
deterioration (Kalfagianni, 2014: 314-315) and to
understand the impact of poverty alleviation on environmental sustainability (Ansari, 2012: 837).

6.2 Strategic CSR: challenges and limitations of
utilitarian strategies
The fact that corporations participating in the CDP
do not effectively impact GHG emissions but benefit from reduced financial costs corresponds with
the concept of Strategic CSR, a combination of
“enlightened self-interest” and utility maximization, which is supposed to be underlying many CSR
initiatives, notably of large transnational corporations. Strategic CSR aims at embedding CSR as a
part of the corporate core business strategy in order
to foster business cases by adequate social and environmental activities. Motivations that incentivize transnational companies to adopt CSR strategies to foster (SHD) comprise of potential revenue
growth and cost reductions but also risk management (Kraus, 2011: 65-66; Hansen, Schrader, 2005)
as well as reputation building in product (Chernev,
Blair, 2015; Kitzmueller, Shimshack, 2012), labor
(Kraus, 2011: 65; Hansen, Schrader, 2005: 384) and
capital markets (Przychodzen, Przychodzen, 2013).
As such, the implementation of CSR can be interpreted as part of the corporate strategy and interests (Müller-Christ, 2010).
The CDP can be interpreted as a tool of strategic
CSR that aims at reputation building in capital markets in order to reduce financial costs. To achieve
this strategic goal, information asymmetries regarding specific corporate activities are reduced for potential capital market investors. As the CDP impact
assessments show, this has been sufficient to bring
down financial costs and spreads in a significant
way. As such, disclosure on corporate environmental management inputs has been profitable for strategic stakeholder management which specifically
addresses ‘definite stakeholders’ (Crane, Matten,
2010), notably potential capital market investors,
who are powerful enough to turn their legitimate
claims into an urgent need for corporations to ad-

God. XXIX, BR. 1/2016. str. 193-210

UDK: 65.012.2:316.663 / Review article

equately respond to these claims.

by knowledge and power asymmetries.

While potential capital market investors can be
classified as definite stakeholders who fulfill all
three stakeholder criteria (power, urgency, legitimacy) of strategic stakeholder management, most
of the stakeholders affected by GHG emissions are
future generations who have legitimate claims, but
are neither powerful nor urgent for today’s corporations. Therefore, corporate utilitarian strategies
introducing CSR and stakeholder management in
a strategic way may recommend to satisfy definite
corporate stakeholders as far as necessary but not
necessarily to take account of real impacts on future
generations as latent stakeholders with legitimate
claims but insufficient power and urgency of their
claims.

Moreover, at least some strategic utilitarian business processes will necessarily contribute to more
inequalities. Core business, particularly when facing strong competition, is – ceteris paribus – forced
to focus on high productivity, e.g. on more educated
and skilled employees or on suppliers who have sufficient capital to invest in advanced technologies
which spur the corporate supply chain productivity. Also, corporate supply chains relying on more
educated or large suppliers with high capacities
also show lower transactions costs. Hence, focusing more on the educated, skilled and wealthy will
often be more profitable for corporations, notably
as higher inequality does not count in a utilitarian
calculus which aims at total utility maximization irrespective of its distribution.

As such, a focus on corporate CSR benefits and
less emphasis on further environmental improvements may be part of rational corporate strategies.
It may not only explain the very different impacts
of the CDP on corporate and environmental goals
but also provide a reason why companies devote
less effort to environmental concerns of future generation while economic and social concerns of today’s generations are considerably more taken into
account. This is even more probable given the high
prevalence of market failures such as public goods
or externalities as challenges for environmental
strategies which, from a rational free-rider perspective, may call for the disclosure and high visibility
of inputs, irrespective of real impacts as long as the
latter are hard or almost impossible to ascribe to a
specific corporation.
Corporate core business and responsibility strategies do not only explain systematic challenges in
realizing effective environmental impacts but also
provide insights into potential causes of increasing
inequalities due to CSR and core business which
have been found in recent studies on CSR impacts
on SHD (See: Giraud et al., 2013; Renouard, Lado,
2012; Hein, 2010). These increases in inequality
may violate trust in corporations, people’s willingness to cooperate or cause even violent resistance
as a kind of sanctioning of perceived injustice (See:
Renouard, Lado, 2012; Diongue et al., 2011). One of
the reasons for this rise in inequality can be seen in
the asymmetries which characterize the relations of
business and people at the BoP right from the beginning of core business or CSR interactions. For
instance, particularly transnational corporations
entering BoP markets are inevitably characterized

By way of interim conclusion we find that despite
the potentials and merits of CSR, its strategic utilitarian and “enlightened self-interest” nature which
corresponds with a corporation’s core business can
cause substantial challenges for CSR impacts on social as well as on environmental sustainability. As
these challenges are inherent features of corporate
strategies, companies will not be able to fully overcome these challenges. Rather, good governance
which can address inequalities more comprehensively and effectively and mandatory as well as effective environmental and social standards, controls
and sanctions remain necessary to overcome major
CSR limitations related to SHD.

7. Lessons Learned: a corporate perspective
Our survey of the first studies on corporate impacts
on human development show that the enhancement
of SHD and CSR strategies may be closely related
to each other, notably as SHD challenges can imply
corporate risks as well as opportunities.
The UNDP has shown that strategic CSR can foster major global development goals (UNDP, 2008).
and indicates that corporations may have significant strategic incentives and potentials to impact
also the new post-2015 Sustainable Development
Goals. Schrader (2011) as well as Shrivastava (2014)
have found that corporations and SHD may benefit from mutually beneficial CSR activities in a
wide spectrum of SHD dimensions. Adding to this,
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Schölmerich (2013) claims that bolt-on CSR activities, though being less impactful than built-in CSR,
may have non-negligible impacts on SHD and capabilities.
However, even beyond these opportunities, considerable SHD-related corporate risks have been
found, which stem from knowledge and power
asymmetries establishing new dependencies, undesired changes of traditional value systems, not only
positive but also negative corporate environmental
impacts (Schrader, 2011) or simply from corporate
neglect of environmental impacts. Therefore, for
companies, potential impacts on determinants of
capabilities, notably on instrumental freedoms can
be perceived as a corporate risk and opportunity
portfolio in order to increase their long-run corporate value. Moreover, for a reliable, effective and
trustworthy CSR strategy it is necessary to avoid
a restricted view and assess its SHD impacts in a
comprehensive way to find out whether risks or opportunities dominate in this corporate portfolio and
how to optimize their own strategy.
Sufficiently comprehensive assessments of corporate SHD impacts, as discussed in section 3.2, have
confirmed the potential of multinational companies
to increase the standard of living as well as improve
the reported well-being of external community
stakeholders which both can yield further positive
impacts, e.g. on trust and willingness to cooperate
(See: Strotmann et al., 2015 ; Lompo, Trani, 2013).
Further findings of Giraud, Renouard and their research teams show that the kind of CSR also matters for potential impacts. As such, participatory
CSR initiatives which actively involve the people
have been found to be more successful in reaching
central aims like strengthening the financial base of
communities or empowering community members
(Giraud et al., 2013; Diongue et al., 2011). Companies can further benefit from participatory CSR
strategies as these may mitigate risks of an emerging
dependence mentality.
For corporate community development, we can further conclude that corporations should preserve the
bonding social capital, e.g. by organizing common
events of corporate staff and community members
to build trust and further preconditions of a mutually beneficial cooperation. Corporate contributions
for strengthening bridging social capital and its
links are recommendable to allow for a better absorption of transferred capabilities and skills within
a community (Ansari, 2012).
204

Corporate challenges resulting from loss of relational capabilities and associated fairness concerns
have been identified for internal corporate stakeholders (Shrivastava, 2014) as well as for external
community stakeholders. We have argued that inequalities and resulting fairness concerns may be
difficult to avoid for companies due to competitive
pressures inducing companies to – ceteris paribus
– focus more on more educated and productive
cooperation partners and due to transaction costs
which may make cooperation preferable with larger
cooperation partners. Nevertheless, companies may
have to aim at mitigating these fairness concerns as
far as possible to prevent that those who feel to be
treated unfairly strike back in order to “sanction” the
company for the perceived unfairness. The violence
and its consequences highlighted in the Niger Delta
provide a very clear illustration (See: Renouard,
Lado, 2012; Diongue et al., 2011; Renouard, 2010).
For internal fairness issues ethics management systems can avoid cultural and ethical conflicts which
have been shown as potential causes of fairness
concerns among internal corporate stakeholders
(Crane, Matten, 2010). Fairness concerns of external corporate stakeholders, which have been shown
to arise out of increasing inequality despite overall
increases in the standard of living, may be mitigated
by participatory CSR strategies targeting the BoP.
In general, the findings stated above apply to CSR
of the majority of corporations. However, SMEs
may be confronted with disadvantages compared
to large transnational corporations as standardsetters of “voluntary” global CSR standards tailored
to these corporate rule-setters needs (Kalfagianni,
2014).
Therefore, the majority of transnational corporations may benefit from better mandatory governance to overcome the challenges discussed in
chapter 6 without distortions of competition in an
efficient way (Moczadlo, Volkert, 2012).
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(Endnotes)
1

The direct citations in this and in the former sentence refer to UNDP (2011: 2).

2

The corporate perspective has been highlighted in the World Economic Forum’s (2015) Global Risks Report.

3

Find a more detailed discussion in Sen (2013), UNDP (2011, chapter 2) and Lessmann, Rauschmayer (2013).

4

For these governance issues refer – among many others - to Moczadlo, Volkert (2012) and Krumm, Volkert (2015).

5

For foundational issues of conversion factors refer to Robeyns (2005), for environmental conversion factors see Polishchuk, Rauschmayer (2012).

6

They include an Allianz micro-insurance program in India, BASF’s fortification of basic nutrition in developing countries, Grameen
Danone in Bangladesh, Nestlés “milk district” project in India and Pakistan, Procter & Gamble’s water purification filters in the
developing world, Bosch Siemens’ vegetable oil stove and Telenoor’s Grameenphone in Bangladesh.

7

See Schrader (2011: 165-181) for overall findings beyond each of the single cases.

8

Findings of this research have been, inter alia, documented in L’Huillier et al. (2014), Giraud et al. (2013), Renouard, Lado (2012),
Diongue et al. (2011). Furthermore, based on conceptual work of Renouard (2010) the concept of “relational capability” has been
established and operationalized by a “Relational Capability Index” (Giraud et al. 2013) which both will be discussed in section 4.

9

For more information on this issue in the model village project context refer to Moczadlo et al. (2015).

10 This is a well-established finding and critique of private standardization. Among others, the role of power and information asymmetries in standardization processes and resulting consequences have been discussed in Volkert (1999).
11 For example, there are more than 300,000 certifications to ISO 14001 in 171 countries around the world. See ISO (2015).
12 21,093 GRI Reports are published so far based on the GRI Framework, see: GRI (2015b).
13

In 2015 the CDP investors initiative is backed by more than 822 institutional investors representing an excess of US$95 trillion in
assets, see CDP (2015b).

14 Scope 1 emissions are direct GHG emissions from sources that are owned or controlled by the company; scope 2 emissions include
GHG emissions from the generation of purchased electricity consumed by the company, scope 3 emissions are other indirect GHG
emissions that occur from sources not owned or controlled by the company (WRI, WBCSD, 2004:5).
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Utjecaj društvene odgovornosti
poduzeća na održivi ljudski razvoj
Sažetak
Cilj je rada provesti kritičku analizu rezultata, nedavno objavljenih, prvih istraživanja o utjecaju društvene
odgovornosti poduzeća (DOP) na održivi ljudski razvoj. Pokušat će se oblikovati zaključci o učinkovitim
strategijama za DOP i posljedice za upravljanje i istraživanje. S obzirom da bi DOP trebao stvarati vrijednost kako za poduzeća tako i za društvo, u ovome radu želimo pokazati da bi pristup utemeljen na
sposobnostima (eng. Capability Approach – CA) i usmjeren na ljude mogao osigurati zanemareni, ali neophodan uvid, u to kako aktivnosti poduzeća utječu na pojedince i zajednice. Na temelju novije literature
o utjecaju DOP-a na održivi ljudski razvoj ističemo kakve potencijale DOP ima za unaprjeđivanje opće
dobrobiti u višestrukim dimenzijama održivoga ljudskog razvoja. Nadalje, kritički procjenjujemo izazove i
ograničenja DOP-a kao strategije za očuvanje i poticanje održivoga ljudskog razvoja. Iako se povećava dobrobit zahvaljujući DOP-u, istraživanja pokazuju da korporacijske strategije ipak mogu ugroziti društveni
kapital, sposobnosti za stvaranje odnosa i zajedničko djelovanje. Nadalje, poduzeća i istraživači DOP-a dosad su manje pozornosti posvetili pitanju kako poduzeća utječu na okoliš. Pitanja nejednakosti i pravičnosti
koja proizlaze iz korporativnoga djelovanja često su bila uzrok nasilja protiv korporacija, čak i tamo gdje se
opća dobrobit povećala. Zaključak je da bi poduzeća trebala strateški promišljati niz čimbenika koji potiču i
koče DOP kako bi sagledalo sve prilike i prijetnje s kojima se suočavaju. Za ovo nije dovoljna analiza inputa
i outputa aktivnosti u okviru DOP-a, nego je potrebna temeljita procjena njegova cjelokupnoga utjecaja.
Na taj će način korporacije ublažiti rizike, unaprijediti povjerenje dionika i povećati svoju konkurentnost.
Ključne riječi: društvena odgovornost poduzeća (DOP), procjena utjecaja DOP-a, održivi ljudski razvoj,
dno piramide (BoP), pristup utemeljen na sposobnostima
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PERSPECTIVES OF BASEL III:
EMPIRICAL EVIDENCE FROM
BOSNIA AND HERZEGOVINA
Abstract
The latest Basel Accord, which relies on the New Capital Accord (i.e. Basel II) and whose basic goals have
been, from a normative standpoint, enhancing the banking sector’s ability to absorb the losses arising from
economic distresses like the global financial crisis (2007-2009), improving risk management and governance, and strengthening the bank’s transparency and disclosures, operationally emphasises the need to
improve the quality and quantity of capital components, liquidity standards, and leverage ratio. The implementation of the Accord in developed economies started at the beginning of 2013 and the overall transition
period from the Basel II framework should end by the year 2019. But as far as emerging economies are
concerned, there are several issues on the road of implementation, such as necessary (technical) skills and
expertise of bank staff as well as their supervisory institutions, sophisticated internal rating mechanisms
and capacity, significant amount of new information and recordkeeping, etc. This paper discusses real and
potential effects of Basel III in both developed and emerging economies. A special emphasis is given to the
banking sector of Bosnia and Herzegovina.
Keywords: International banking standards, Basel accords, Basel III, effects, developed economies, emerging economies, Bosnia and Herzegovina

1. Introductory Consideration
The regulation of banks as financial intermediaries
is important for two reasons − their systemic impact
on the economy and their role as deposit takers and
loan providers. The role of capital as an indicator
of bank soundness has been the main driver for the
Basel Committee on Banking Supervision initiative
since its inception. The Capital Accord (Basel I) is a
“global” standard that initially sets guidelines for internationally active banks. It was introduced by the

G-10 countries plus Luxembourg and Spain in 1988
in order to overcome the lack of harmonised capital
adequacy requirements and ultimately establish an
equal playing field for the banks.
In general, the Basel accords (Basel I, II, and III) are
not a guarantee for the prevention of bank crises.
Instead, they aim to provide some assurance to the
stakeholders and the public by indicating the degree
of strength in the banking sector. Increased interrelatedness of the global banking system creates a
domino effect on emerging countries. Therefore,
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ensuring that the global banking regulatory standards meet the unique needs of emerging economies
is especially important. Despite the fact that the
Basel Committee has no supranational authority to
supervise the implementation of its standards, its
accords have now taken the proportions of a globally accepted standard for bank capital adequacy.

Basically, Basel III relies on the Basel II framework
and has three objectives that are articulated by the
Committee: address the issues which led to the
global financial crisis (2007-2009) and the lessons
learned from the crisis,1 improve risk management
and governance, and strengthen bank’s transparency and disclosures.

The main goal of this paper is to enlighten the effects (real as well as potential) of the newest Basel
Accord (Basel III) on both developed and emerging
economies. The special research attention is given
to the Bosnia and Herzegovina banking sector, its
current state and perspectives according to adoption of Basel standards, in general, and Basel III, in
particular. The paper is organised as follows. The
first part of this paper provides an overview of the
Basel III requirements. The second part discusses
their impact and implementation challenges in
developed economies. The third part of the paper
contains a critique and perspective of Basel III application in emerging countries, with a particular
emphasis on the case of the Bosnia and Herzegovina banking sector. Although the paper has a more
descriptive rather than normative goal, it provides
some general recommendations resulting from the
analysis.

The Basel III Accord is characterized as a successive
process in which banks are to increase the primary
capital ratio from 2% to 7% in several years to come.
The total implementation of Basel III is expected on
01/01/2019. Regulators believe that during a crisis
banks may temporarily reduce the ratio to 4.5%, but
are not allowed to pay bonuses and dividends until
they return the ratio to 7% (Table 1).
The dynamics of the realization plan for individual
stages of the Basel III project includes the following
(Ganić, 2012: 194-195):
- The beginning of implementation of new
standards at the national level is planned for
01/01/2013. However, national regulators are
expected to transfer and build the rules into national legislation prior to this date. Also, as of
01/01/2013, banks are expected to fulfil and keep
the following new minimum requirements as follows:
• minimum 3.5% of common stocks compared to
the risk-weighted assets,

2. A Brief Overview of Basel III
The Basel Committee, as an institutionalised
body for the harmonisation of banking standards,
reached a consensus regarding the Basel III framework on 26/07/2010. On 30/11/2010, the G-20 leaders endorsed the framework at the summit in Seoul,
South Korea.
Table 1 Capital framework in Basel III

• minimum 4.5% of the primary capital (Tier 1),
compared to the risk-weighted assets, and
• minimum 8% of the total bank capital compared
to the risk-weighted assets.
- Minimum requirements in terms of the shareholders’ equity (common stocks) and primary
character capital are planned for gradual implementation from 01/01/2013 to 01/01/2015.

Paid-in capital –
common stocks
(after deductions)

Primary
character capital
(Tier 1)

Minimum requirements

4.5%

6%

8%

Capital buffer

2.5%
8.5%

10.5%

Minimum requirements plus capital buffer zone

7%

Counter cyclic buffer [common stocks and other
categories of capital stock (i.e. equity share) for total
loss absorption]

0-2.5%

Source: Authors
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The phased introduction dynamics predicted that
as of 01/01/2013, minimum ratio of common
stocks and risk-weighted assets was to increase
from the present 2% to 3.5%, while the primary
character capital was to increase from 4% to 4.5%.
As of 01/01/2014 further increases of the ratios
were planned so that ordinary shares reach 4%
and the primary character capital 5.5%, while the
requirement for common stocks would be 4.5%
and 6% for the primary character capital as of
01/01/2015.
The demanded coefficient of capital adequacy was
to stay at 8% of the bank’s risk-weighted assets
and no stage introduction was to be implemented
here. The difference between the total capital demands, that is, the rate of capital adequacy of 8%,
and the requirements for the primary character
capital could be compensated by more qualified
forms of shareholders’ equity.
- Regulatory adaptation (deduction items and prudential filters) includes deductions from paid-in
common stocks for the amounts above 15% of
the total limit for investment of a financial institution, services of mortgage rights, and deferred
tax assets. Deductions from common stocks
are expected to be completely eliminated as of
01/01/2018. In particular, stage adaptation to regulatory requirements starts with deductions from
common stocks up to 20% on 01/01/2014, 40%
from 01/01/2015, 60% as of 01/01/2016, 80% from
01/01/2017, and finally 100% as of 01/01/2018.
- Banks are expected to gradually introduce the
capital buffer zone in the period from 01/01/2016
until the end of 2018, with it becoming completely obligatory starting on 01/01/2019. Among
other things, banks were expected to start creating capital buffer zones until 01/01/2016 in the
amount of 0.625% of the risk-weighted assets,
while each following year this amount would be
increased by an additional 0.625%. That way the
threshold amounting to 2.5% of the risk-weighted
assets would be reached by 01/01/2019. Economies creating excessive rates of credit growth
have a discretionary right to impose shorter periods of transition and introduce limits for the
buffer zone prior to the arranged deadlines.
In addition to the Basel II capital ratio, Basel III requires banks to respect additional ratios, such as
the leverage ratio, the liquidity coverage ratio, and
the net stable funding ratio. The risk-based Capital

Ratio (CR) requires that 8% of risk-weighted assets
are covered by Tier 1-capital plus Tier 2-capital. The
volume-based Leverage Ratio (LR) requires banks
to hold 3% T1-capital against their total assets. The
Net Stable Funding Ratio (NSFR) stipulates that stable-funding weighted assets are to be 100% covered
by stable-funding weighted liabilities. The Liquidity Coverage Ratio (LCR) requires that outflows are
100% covered by inflows plus the (haircut-weighted)
liquidity reserve (Schmaltz et al., 2014: 311-313).2
Reactions to Basel III are both positive and negative.
The officials of the Bank for International Settlements (BIS) stated that the new regulations on the
required capital of banks would make the world “a
safer place”. Robert Peston, the BBC business editor,
claims that the new regulations are “the most important global initiative for learning the lessons in
the global financial crisis of 2008 and its correction”.
However, there are some who accuse the new regulations of being “mild” towards banks. One of the
creators of these regulations, the former governor of
the Dutch Central Bank, Nout Wellink, warned that
the banking sector would have to collect hundreds
of billions of euros in order to fulfil requirements.
He stated that “for years, banks would have to retain their profit, not dividing it to the shareholders
or using it to pay the bonuses. Furthermore, some
banks would have to provide additional resources
on the capital market”, OECD estimated that the implementation of Basel III would reduce annual gross
domestic product growth by 0.05-0.15% (Köffer,
2014: 11).
The new liquidity rules are expected to create a
significant impact on banks. Their implementation
is expected to lead to more capital- and liquidityefficient business models and products. In particular, the rules relating to NSFR will limit the banks’
ability to perform maturity transformation, one of
the core banking functions. Accordingly, complying
with the new standards might also have an impact
on bank performance, such as reduced profitability
and a squeeze on lending margins as well as systemic effects (Dietrich, Hess & Wanzenried, 2014:
13-25).

2. Basel III and Developed Countries: Impact
and Implementation Challenges
According to the BIS, implementation statistics
regarding Basel I as a voluntary standard are im-
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pressive. From 2001, over 100 countries worldwide
had implemented Basel I. Furthermore, from 2004,
these countries intended to implement Basel II −
13 were Basel Committee Members and 88 were
non-Basel Committee Members. As of 2008, 105
countries had either implemented Basel II (57) or
intended to implement Basel II (48), a total of 13
Basel Committee Members and 92 non-Basel Committee Members.
From 2008, the Basel Committee country membership expanded to include 27 Members. What is
important is that this allows emerging countries to
join the negotiations about what the “global” supervisory framework would look like. Argentina, China, India, Indonesia, Mexico, Russia, Saudi Arabia,
South Africa, and Turkey are some of the countries
whose admission can be expected to bring different perspectives into the work of the Committee.
However, Basel II appears to show extremely westcentric characteristics.
Interestingly, the BIS found that 9,400 supervisory
institutions would require training in the implementation of Basel II. It also found that in terms of
implementing Pillar 2 (i.e. Supervisory Review Process), the biggest hurdles would be in technical and
human resources related to supervision.

By 2008, most jurisdictions globally had postponed
implementation of Pillar 2 and Pillar 3 (i.e. Market
Discipline or Enhanced Discipline) to 2015, later
than originally expected in 2006. The BIS estimates
this is due to more preparation being required than
initially estimated for implementation of these pillars (Dissanayake, 2012a: 358).
As far as Basel III is concerned, it is mentioned
above that it relies on the Basel II framework, as a
three-pillar structure, but with more rigorous Pillar
1 − Minimum Capital Requirements (see Figure 1).
By using the three-pillar concept, the Basel Committee attempts to achieve a more “risk sensitive”
framework (Bessis, 2011: 233) as well as a more holistic approach to risk management, which would
focus on the interaction among different types of
risks. At the same time, the three-pillar concept
clearly indicates that there is a difference between
quantifiable and non-quantifiable risks.
Pillar/tier one requires that banks calculate minimum capital charge related to the regulatory capital, with the aim of minimum capital quantification
being related more to the economically potential
loss of banks. According to Basel II, there is the cost
of capital for credit risk, market risk, and for the
first time, for operational risks.

Figure 1 The three-pillar structure of the Basel II framework

Source: Authors
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While the treatment of market risk has been relatively unchanged since the Basel I Amendment in
1996, the cost of capital for credit risk has been
significantly changed. When calculating the cost of
capital for credit and operational risks, banks have
a choice of three approaches to sensitivity increase
and risk complexity: basic indicator approach,
standardized approach, and advanced measurement approach (internal methodology with the usage of quantitative and qualitative criteria).
Any quantitative approach to risk management
should be “built” into the functional management
structure of an institution. This is why the best
practice of risk management imposes clear limitations for institution organization, namely the board
of directors, management, employees, and internal
and external revision processes. In special cases, the
board of directors takes over the final responsibility
for the failure to “landscape” risk and the formulation of the institution’s “appetite” for risk. This is
where pillar/tier two is introduced. This important
pillar, which is marked as the supervisory review
process, helps local regulators make various checks
and put the balances in order. This pillar starts with
the need for effective audit of the bank’s internal assessment of the total risk and enables management
to practise “the sound” of assessment, leaving the
appropriate capital for different risks aside.
Furthermore, in order to fulfil the promise of growing regulation also reducing the systemic risk, clear
guidelines were requested in terms of reporting on
risks taken by financial institutions. Pillar/tier three
requests the establishment of market discipline by
better publication of risk measures and other information relevant for risk management. Banks would
be forced to provide a better insight into the adequacy of their capitalization.3
When it comes preparing for Basel III, Ketcha
(2014: 18-19) emphasized that all the banks will
need an effective capital adequacy process. To be
fully effective, the process should be built using the
following seven principles:
1. sound risk management fundamentals,
2. effective loss-estimation methodologies,
3. solid resource-estimation methodologies,
4. sufficient capital adequacy impact assessment,
5. comprehensive capital policy and capital planning,

6. robust internal controls, and
7. effective governance.
In their study conducted on a sample of sixty-eight
East Asian banks, Chalermchatvichien, Jumreornvong & Jiraporn (2014: 28-46) revealed that, by
requiring more capital stability, Basel III would have
improved the bank’s Z-score.4
Despite the fact that the actual impact of Basel III
will not be known for several years, in its study
about the initial effects of Basel III on capital, credit, and international competitiveness, launched in
2014, the U.S. Government Accountability Office
(GAO) found that Basel III capital requirements
will lead to a modest decline in lending activities (as
most banks may not need to raise additional capital
to meet the minimum requirements) and a modest
incline in the loan rate.5 Basel III serves, in part, to
limit competitive disparities due to differences in
capital standards, but because of jurisdictional diversities there are limitations to the full harmonisation (Mendoza, 2015: 35-37).

3. A Critique and Perspectives of Basel III
in Emerging Economies, with a Focus on
Bosnia and Herzegovina
3.1 (Im)possibilities of Basel III Implementation
in Emerging Economies
Although the Basel accords are intended for implementation by internationally active banks and in
developed economies, other economies (and, therefore, emerging) are also forced to implement the accords due to international regulatory and competitiveness matters. For example, in Asia, at least nine
countries had implemented or expected to implement Basel II by 2010 (e.g. India, Hong Kong, Japan,
Philippines, Singapore, Taiwan, and Thailand had
implemented several aspects of Basel II as early as
by 2008). Moreover, the argument for prevention of
crises and maintenance of bank soundness is supported by the fact that banking crises in emerging
economies have generally exceeded 25% of GDP,
and are, proportionately, much larger in scale than
in developed economies (Dissanayake, 2012a: 353354).
As mentioned above, from 1988 only the G-10 countries were involved in the Basel Committee. As late
as in 2004, when Basel II was launched, no emerg-
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ing economies were represented on the Committee.
However, by 2009 the Committee had 27 members,
including emerging countries such as Argentina and
India. The geopolitical interests that dominate the
accords are therefore evident.
In fact, the Basel accords were neither made for the
emerging economies nor intended to be applied in
those economies. As far as Basel III is concerned,
it is also clear that the accord has not addressed
emerging economy concerns. The accord uses indicators that are less suitable for assessing bank
strength or soundness in emerging economies. It
endorses using a capital buffer that consists of a category of capital that has a lower quality in emerging
economies.
While Basel III has brought some positive changes
from the perspective of the emerging economies,
such as the counter cyclic buffer and the new rules
on assessing credit rating agencies, the structure of
the accord still falls far short of the specific needs
of those economies. It is obvious that the emerging
economies require a regulatory standard that would
meet their needs. Applying any standard, without
changes suited to the local context, can have disastrous consequences on the health of banking
systems in emerging economies. Therefore, it is
necessary for regulators from emerging countries
to engage in a discussion which will be either truly
global, or will specifically cater to the needs of the
emerging economies.
The problem of lack of skills and expertise in emerging economies is one that can be addressed by the
Basel Committee. By establishing programs for
sharing of technical skills and funding between
countries, this issue can be solved. It will be in the
interest of the global financial system to have a
strong domestic regulatory apparatus in place, and
therefore, the incentives for countries to participate
in such a program are enormous. Furthermore, the
role of credit rating agencies has been addressed to
some extent in Basel III. It provides for reducing the
role of credit rating agencies, which are not suitable
for emerging economies (i.e. they exacerbate the
crowding out effect, due to the structure and practical effect of the rules), by relying on internal rating
systems. Unfortunately, many emerging economies
lack sophisticated internal rating mechanisms and
capacity due to lack of skills and expertise. If emerging economies are able to increase their skills and
expertise, and encourage skills improvement within
domestic firms, this will allow for reduced reliance
216

on credit rating agencies.
Rojas-Suarez’s recommendation for emerging
economies to deepen the process of financial internationalisation through the increased participation
of foreign institutional investors will meet several
issues, as follows (Rojas-Suarez, 2002: 36):
1. It will improve the quality of capital.
2. It will improve market discipline by reducing
the concentration of wealth.
3. It will increase the market’s access to skills and
expertise.
For these reasons, this is particularly useful for all
emerging economies in preparing themselves for
the effects of Basel III. In order to increase market
discipline, emerging economies would also need to
restructure deposit insurance (taking into account
the moral hazard associated with higher deposit
insurance structures versus the large scale losses,
loss of confidence, and bank runs associated with
too little deposit insurance). In terms of increasing
the minimum capital requirements of the accords,
it appears that many emerging economies already
impose much higher capital adequacy standards
than required by Basel (e.g. Argentina just like Bosnia and Herzegovina 12%, India at the level of 9%).
It is anticipated that the newest higher standards
(minimum capital requirements plus capital buffer,
10.5%) will push most emerging economies to increase their regulatory capital requirements in order to attract more deposits.
The search for a regulatory standard that best fits
the needs of emerging economies should continue,
but both developed and emerging countries need to
take steps to prevent negative effects. It is not only
in the interests of emerging countries to do so, but
also in the interests of developed countries, taking
into account the interconnectedness of lending in
today’s globalized financial world (Dissanayake,
2012b: 378-385).
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3.2 Perspective of Basel III in the Bosnia and
Herzegovina Banking Sector
3.2.1 An Overview
The financial system in B&H is basically bankcentric. The total assets of B&H financial assets
are dominated by banks (see Figure 2). Moreover,
the banks’ share is constantly on the increase (for
example, according to the data at the end of 2006,
80.69% of the assets of all financial institutions in
B&H belonged to banks’ assets; this number increased to 84.3% in 2010, while at the end of 2014
it reached as much as 87.3%). Although the banking
sector is basically healthy and stable, the fact that
non-banking financial institutions (particularly institutional investors such as investment funds) are
not developed does not contribute to the development of financial markets (primarily capital markets), and consequently, to the further economic
advancement of the country.

Figure 2 Share of different types of financial institutions in the value of the financial system assets
in B&H on 31/12/2014

There are 26 active commercial banks in B&H right
now (17 in B&H Federation and 9 in Republic of
Srpska), mainly under foreign private ownership.
The leading B&H banks are de facto “branch offices” of large European banks or subsidiaries of large
European groups. This is why it is rather important
to ensure unique rules for the “market competition”
with regards to the European Union (EU) which
B&H aims to join. This means that domestic regulations need to be adjusted to the European ones, so
that these banks would not leave the B&H banking
market as a consequence of potential overregulation. In other words, the implementation of globally
harmonized Basel standards in B&H is even more
significant.
The stability of the banking sector of B&H shall be
discussed in this paper by means of certain indicators belonging to the set of the so called financial
soundness indicators, from the global financial crisis onwards, as well as in the identical period prior
to the crisis.7 Analytical reasons force us to take the
end of 2008 as the period when the crisis “spilled
over” to B&H, when B&H citizens withdrew some
BAM 550 million, and the Central Bank of B&H,
which functions under the currency board, reacted
by reducing the rate of obligatory reserve from 18%
to 14% (and later to 10%) on banks’ short term de

Source: The Central Bank of B&H, Financial stability report for 2014, p. 67,
(http://www.cbbh.ba/files/financial_stability_report/fsr_2014_bs.pdf )6
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Figure 3 Indicators of capital adequacy of the banking sector of B&H

Source: Authors
posits, while the rate of obligatory reserve for long
term deposits is relatively stable at 7%. This made
the banks’ BAM 722 million available for credit
placing. The level of ensured deposits was increased
from BAM 7,500 to 20,000, later to 35,000 until the
current amount of BAM 50,000, which is still way
below the EU average (EUR 100,000).
Capital adequacy indicators
The banking sector in B&H is generally believed
to be well capitalized, not only in terms of the netcapital and risk-weighted assets ratio (minimum
12%), but also in terms of the capital stock and risk-

weighted assets ratio. At the end of 2008, this ratio
fell somewhat below 12% to 11.93%, which is illustrated in Figure 3.
Assets quality indicators
The share of non-performing assets in the total assets of the B&H banking sector in the observed period, 2002-2014Q2, was the lowest in the pre-crisis
year of 2007 (only 1.84%), while at the end of the
first semester of 2014 it was as much as 11.96% and
constantly increasing.
Figure 4 The share of non-performing assets in the
total assets of the B&H banking sector (in %)

Source: Authors
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Figure 5 The share of non-performing loans in the total loans of the banking sector of B&H

Source: Authors
By analogy, while the share of non-performing loans
(NPLs) in the total loans in the B&H banking sector was only 3.02% in 2007 (not far away from the
average in developed countries which is 1-1.5%), it
is somewhat over 15% nowadays, which is still significantly lower than in other Western Balkan countries.8
The trend of non-performing assets reduced by reserves to capital stock (Figure 6) as the third indicator of asset quality was similar to the previous two.
Figure 6 The trend of non-performing assets reduced by reserves to capital stock of the banking
sector of B&H

When the claim structure based on approved loans
is observed, the largest share is taken by private
non-financial companies and households, while the
government sector takes only a minor part of the
total claims. The average of claims for the period
2002-2014Q2 is BAM 5.273 billion for companies,
BAM 5.134 billion for households and BAM 1.250
billion for government institutions.
The term structure of loans shows a faster growth of
long term than short term loans, which forces banks
to provide relatively stable and long term sources of
financing (savings deposits take somewhat more
than 50%).

Source: Authors
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Figure 7 Loan trend – sector structure, the banking sector of B&H

Source: Authors
Figure 9 supports the thesis of a faster growth of
long term rather than short term loans created by
the banks in B&H.
Indicators of banking sector profitability
The influence of the crisis on the real sector in B&H
is still evident (including the influence of a-one-ina-century flooding that happened in May 2014).
Figure 8 Term structure of loans

In the long run, this affects the growth of irrecoverable debt, meaning debtors’ inability to service their
loans, which requires larger reserves for potential
credit losses and consequently increases costs (Figure 10) and reduces banks’ business results (Figure
11).
The return on average shareholders’ equity of banks
in B&H in 2010 was negative (-5.49%) due to a loss
that occurred at the level of the total banking sector.
After a significant improvement in 2011 and 2012,
in 2013 this coefficient was still negative (-1.42%).

Source: Authors
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Figure 9 Trend of total loans and term structure

Source: Authors
Indicators of banking sector liquidity
In principle, the liquidity of the B&H banking sector
in the observed period is at a satisfactory level. The
highest liquidity coefficient of 37.67%, measured by
the ratio of liquid assets towards the total assets was
registered in 2007.
Figure 10 The share of net interest revenues and
non interest spending in relation to the total return of the banking sector of B&H

This shows that the banking sector was able to stand
a reduced balance amount of 37.67%, which was the
consequence of losing access to sources of financing
or deposit withdrawal, before being forced to sell
non liquid assets. In the following year of 2008, the
growth of credit risk brings a sudden loss of confidence in the banking system and deposit withdrawal. This led to problems with liquidity and a drop
in the liquidity coefficient in the period 2008-2012,
followed by a mild growth and then another drop in
2013 and the first half of 2014, respectively.

Source: Authors
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Figure 11 Profitability of the banking sector of B&H

Source: Authors

3.2.2 Empirical Research
It should be emphasized that Basel I was reasonably
implemented in the B&H banking sector, which
guarantees the credibility of the banking sector,
while the gradual implementation of Basel II is still
underway.
Figure 12 Trend of liquidity indicators of the banking sector of B&H

Implementation of Basel II principles was supposed
to start at the end of 2008 (by the implementation
of the Decision on minimum standards for managing operational risk at banks), to proceed in three
stages (2009-2013, 2014-2016, and 2017-2018) and
to be finalised by the end of 2018. However, the implementation of this decision was prolonged until
the end of 2009 in B&H Federation and mid-2010
in Republic of Srpska. Experiences from around the
world teach us that without the implementation of
Basel II there is no implementation or prospects for

Source: Authors
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implementation of Basel III. For that purpose the
empirical research was conducted to establish the
progress and stage of implementation of the Basel
II regulations in banks in Bosnia and Herzegovina.
Methodology
The empirical research into the implementation of
Basel II in BiH was conducted in mid-2012 using a
questionnaire with 25 open/closed-ended questions
and included 12 randomly chosen B&H banks. This
research sample covered almost 50% of the B&H
banks at that time, as two B&H banks were under
receivership and two were entity’s development and
not commercial banks.
The questionnaire consisted of three sections.
The first section covered 11 questions aiming
to get answers about the knowledge of the area
and the application of Basel II in B&H banks.
The second section covered 6 questions focused on the minimum capital requirements
(Tier 1), examination of the current situation as
well as finding suitable ways of improving the
quality
of
non-performing
bank
offerings in order to reduce the overall bank
credit risk exposure. The third section covered the remaining 8 questions related to
risk management issues, namely management of
operational, market, and liquidity risks.
Results and discussion
Although the survey results were analysed using
descriptive and inferential statistics, only the key
findings will be summarised here, due to article size
limitations. This research led to the general conclusion that the implementation is at stage one, with
the following main observations:
• In all segments of implementation, the largest
progress was indicated by the domestic banks
that were related to large parent banks and consequently had an easier access to implementation,
with clear instructions and support by the headquarters.
• On the other hand, the banks not related to the
large foreign banks indicated small or no progress
in terms of Basel II implementation.
• In terms of regulators, the defined action plan did
not include clearly constructed segments which
banks should have already implemented. Thus,

it was difficult to draw parallels between the
planned and the implemented at the particular
point in time.
• Banks belonging to larger groups seriously accepted the process of Basel II implementation,
and with assistance of parent banks made headway in implementation, even beyond regulators’
requirements.
• Banks with lower assets, whose results were devastating in the context of Basel II implementation,
would have to improve and speed up implementation by 2014, when stage two of Basel II implementation starts, so as to adapt their business
activities to regulators requirements.
• Inability to check or harmonize the past processes between banks and regulators was also
one of the aspects that should be taken into account more in the future. The reason for this
lies in the structure of banks operating in B&H,
which is rather diverse; some banks in the implementation of Basel II principles would progress
ahead of their regulators, while others would lag
behind. All this certainly depends on the size of
parent banks, since they certainly went through
year-long preparations for Basel II implementation and could transfer their experiences to the
daughter banks in B&H.
• Education is indeed the segment which requires
constant updates regarding Basel II implementation, since B&H is certainly faced with a long way
to reach the final organization of the financial and
banking system in particular, according to the
Basel Committee requirements. This is also the
segment in which smaller banks would have to
invest more effort, taking into consideration that
they need to hire experts to raise their employees’
knowledge to the level which would enable highquality implementation of Basel.
• There are a certain number of banks aspiring to
a more advanced approach to credit risk measurement. It is thus very important to monitor in
the future which banks would really be able to apply such an approach, bearing in mind numerous
preconditions that need to be fulfilled.
• Although most banks opted for the basic approach for operational risk measurement, one
must bear in mind that operational risk management in B&H banks is still at the beginning stage.
Therefore, banks may decide to use the basic ap-
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proach, but still not taking into account whether
or not this is a good way to reach the appropriate
capital requirements.
• In stage two of implementation, more attention
should be paid on identifying, measuring, and
managing other types of risk, such as market risk,
liquidity risk, etc.
• Basel II implementation is certainly one of the
most important events marking this decade in the
banking sector in B&H. Its transfer is expected to
last for a longer period of time and the Accord
itself would certainly experience some changes,
bound to occur at the beginning of 2013 in the
developed part of the world, with the introduction of Basel III. However, the most important
thing for the banks in B&H is to adapt their business activities to the requirements imposed by
Basel II, due to the fact that its implementation
contributes to the stability of the financial system
on the macro level, as well as encourages banks
to improve their risk management system on the
micro level.
• As previously stated, regardless of all the progress
made over the three-year period, the process of
reforms ahead of this sector is expected to be a
long one. Supervisors are yet to do a lot of work
and face many challenges on the road to the implementation of Basel II or Basel III. The biggest
challenges awaiting supervisors would include
the need to increase the supervisory body so
that all the relevant risks on the market would be
monitored as well as the inappropriate development of other parts of the financial system and
management in the public finance sector, which
transfer risks onto the banking sector.

3.2.3 Regulatory Findings
In mid-2013, the Agency for Banking of B&H Federation9 conducted the so called Preliminary study of
the quantitative effect of standardized approach implementation for calculating capital requirements
for credit risk in B&H Federation (QIS)10, using the
technique of questionnaire on the population of 17
commercial banks (banks from Republic of Srpska
were not included in this research). Naming some of
the positive consequences of Basel II implementation, banks set apart the following:
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• lower capital requirements;
• increased coefficient of capital adequacy;
• improved collateral management;
• better risk control and management;
• decreased capital requirements due to allowing
for collateral, implementation of credit risk mitigation (CRM) techniques;
• more precise and realistic calculation of capital
adequacy;
• increased capital requirements for higher exposure to risks and decreased requirements for
lower risk exposure, etc.
Banks also mentioned some of the negative consequences of Basel II implementation as follows:
• significant investment in development or purchase of software solutions;
• movable assets that banks take as collateral are
not considered an acceptable type of insurance
when calculating capital requirements;
• large investment particularly evident when introducing advanced approaches;
• additional investment into IT infrastructure and
human resources, etc.
The question now arises in terms of objective expectations of the possibility to accept Basel III in the
B&H banking sector, regarding the fact that the timing of complete implementation of Basel II in B&H
coincides with the planned deadline for complete
implementation of Basel II in the developed part of
the world as well as the fact that Basel III draws on
Basel II.
Intuitively speaking, Basel III does not necessarily need to have strong consequences on the real
or corporate sector in B&H, since the rate of capital adequacy, as stipulated by the Law on Banks in
B&H Federation and Republic of Srpska, is 12%
(by 50% higher than the international standard).
Besides, due to the undeveloped financial market,
B&H banks hold the largest part of their capital as
primary (shareholders’ equity and retained profits)
rather than secondary (subordinated shares, valorisation reserves, etc.). This is most probably why
many of the banks already fulfil new, stricter capital
requirements. Unlike them, as estimated by the BIS,
the world’s largest banks should gather a total of
EUR 374 billion of additional capital so as to reach
the Basel III defined rate of capital stock adequacy
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of 7%. Due to the banks’ gathering the capital and
retaining profit, aimed at the increase of the capital
stock, analysts emphasize that Basel III implementation in the short term might result in the negative
effects of consumption, investment, and economic
growth. However, in the long term, they believe that
the implementation of Basel III standards would
yield more stable business activities with less risk in
the banking sector.
In terms of liquidity requirements, economic analysis almost generally state that B&H banks are too
liquid (for example in 2013 they had EUR 700 million over the required level) and that minimum
standards for liquidity risk management in the B&H
banking sector were even stricter than the globally
harmonized regulations.
However, potential consistency with the latest regulatory regime for the banks situated in B&H that are
not under foreign private ownership would require
significant investment in the following:
• software solutions, for example, the regulations
define the implementation of approaches based
on internal rating systems for credit risk instead
of the past standardized one, or the advanced
measurement approach for operational risk instead of the past basic indicator approach, while
smaller banks in B&H, due to the nature of their
activities and risk profile, do not prefer sophisticated products and complex calculations of capital requirements for certain risks;
• education of not only bank employees but also
supervisory staff;
• establishment of institutional capacities within
agencies;
• significant amount of new information and their
storage, etc.11
Basically, any bigger regulatory reform will include
harmonization costs which B&H banks could not
avoid. These are only some of the aspects which the
Central Bank of B&H in cooperation with the entity
banking agencies and experts of international financial institutions (the International Monetary Fund
and the World Bank) will need to consider when
making the decision on the implementation of Basel III principles in the B&H banking sector – before
or after the total implementation of Basel II, which
leaves an open question.

4. Conclusion and Recommendations
Banking regulation has strong impact on the economy, financial intermediation, and the overall perception of the financial system. As capital adequacy
is one of the main indicators of the strength and
soundness of banks, the Basel Committee on Banking Supervision has promoted “global” (harmonised) standards in the banking business ever since
its inception in 1988. Nowadays, the credibility of
the banking sector of any country is largely judged
by the degree to which Basel capital standards have
been implemented in the banks’ business activities.
Although the Basel Committee includes around 30
members, the Basel rules have been accepted as
standard by more than 100 countries.
While the countries of the developed part of
the world started Basel II implementation on
31/12/2006, the implementation in other countries
is at various stages of progress. Basel II is considered
the most important and complex change related to
risk management for banks in the past 50 years. The
main focus of Basel II is the parallel “construction”
of three pillars into banking activities. The first one
is related to risk evaluation, not only credit and
market, but also operational risks as well, while the
second pillar is related to risk management or the
process of supervisory review. The final, third pillar
is related to risk transparency or market discipline.
Ultimately, regulators want Basel II to be implemented as a standard so that the bank’s exposure to
risks would be measured by sophisticated methods/
approaches and balanced with appropriate sources
for their absorption (capital in particular).
However, the global financial crisis (2007-2009)
highlighted some of the inherent weaknesses of Basel II and opened it to criticism, namely for the overconfidence in the quality of statistical risk measures
and tools, risk management herding, liquidity risk
neglect, etc. As a result, the regulators at the Basel Committee in June 2010 reached a consensus
on a new (latest) accord – Basel III. The Basel III
Accord is characterized as a successive process by
which banks are expected to increase the primary
capital ratio from 2% to 7%. Although Basel III basically draws on Basel II, it introduces certain changes
in the structure of the obligatory capital (primarily
the capital buffer, 2.5% in common stocks), liquidity
risk management, banks’ leverage ratio, etc. Its full
implementation in developed countries is expected
as early as at the beginning of 2019.
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Reactions to Basel III have been both positive and
negative, but its actual impact will not be known for
several years. Furthermore, despite the fact that Basel III standards are intended for implementation by
internationally active banks and in developed economies, other economies (and, therefore, emerging)
are also forced to implement the accord due to international regulatory and competition reasons. But
the real truth is that Basel accords in general have
not yet addressed emerging economy concerns.
As far as Basel III is concerned, it uses indicators
that are less suitable for assessing bank soundness
in emerging economies. It endorses using capital
buffer that consists of a category of capital that has
lower quality in emerging economies. In addition,
there is a serious problem of lack of skills and expertise in emerging economies, which further hinders
the overall compliance efforts.
In terms of B&H, it is generally known that its banking sector is the healthiest segment of the overall
(bank-centric) financial system. Although the B&H
banking sector is well capitalized (the rate of capital
adequacy is constantly above the requested 12%), it
is evident that NPLs continuously increase due to
higher business risks of B&H companies, which is
primarily the consequence of recessive economic
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trends worldwide (including one-in-a-century
flooding in B&H in May 2014). For banks the NPL
growth means higher reserves for potential credit
losses, resulting in higher reserve costs and lower
business results (even negative in 2010 and 2013).
Basel II implementation in B&H is currently at stage
one for the private banks with domestic ownership
or at stage two mostly for the private banks with
primarily foreign ownership (the former ones do
not even use sophisticated products which require
the change in advanced measurement approaches).
This causes large costs for banks, in terms of technology support, education (employees and regulators/supervisors), management of information etc.
Since the full implementation, which has already
been under significant delays, is planned for the
end of 2018, the question now arises whether or
not it is possible to start implementing principles
of the latest accord before this deadline. The question remains open and it must be answered by the
Central Bank of B&H and entity banking agencies,
after some serious consulting with the experts of
international financial institutions, especially since
meeting the Basel III standards might be “mission
impossible” for smaller domestic banks.
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(Endnotes)
1

Twenty-one systemic banking crises took place in the period 2007-2009, and some are not yet over. What is interesting, these crises
took place in the most industrialised countries in the world, most of which are the oldest stakeholders in the Basel Committee.
In that regard, Basel regulators have received widespread criticism for failing to prevent two credit crises that hit the U.S. over the
last two decades. Nonetheless, banks were considerably overcapitalized prior to the onset of the 2007-2009 subprime crisis compared to those which had undergone the 1990-1991 recession. Therefore, if capital requirements were achieved prior to the subprime
crisis, how could the Basel framework be blamed again for having accelerated if not caused another credit crunch? Cathcart, El-Jahel
& Jabbour (2015, pp. 112-123) find that the answer to this question lies in the relationship between the capital ratio and the leverage
ratio which is governed by risk-weights categories determined by the Basel regulation. They show that changes to risk-weight categories which affect the correlation pattern between both ratios are not reflected in the subprime crisis. This minimizes the implication
of the Basel II regulation in the crunch that succeeded its announcement, in contrast to Basel I.

2

In other words, the Accord introduces a liquidity coverage ratio so that banks hold enough liquid assets to be converted into cash to
meet liquidity needs for 30 days. This test is to be a minimum requirement. The liquidity requirement, however, should be introduced
only in 2015. Liquidity itself is hailed by Basel as one of the more important innovations introduced by the new accord.

3

Market capitalization is the product of the total number of issued shares and the current market price of a share of the financial
company (Šverko, 2002, p. 646).

4

The Z-score is computed as the return on assets (ROA) plus the capital-asset ratio divided by the standard deviation of asset returns.
It measures the distance from insolvency. Insolvency is defined as a state where losses surmount equity. Thus, the Z-score represents the number of standard deviations that a bank’s ROA has to drop below its expected value before equity is depleted.

where ROA - the return on assets, CAR - the capital-asset ratio (equity/assets); σ(ROA) - the standard deviation of ROA.
5

Gavalas (2015, pp. 21-37) found that assuming a 1.3 percentage point increase in the equity-to-asset ratio to meet the Basel III regulations, the country-by-country estimations imply a reduction in the volume of loans by an average 4.97 percent in the long run for the
banks in countries that experienced a crisis and by 18.67 percent for the banks in countries that did not experience a crisis.

6

Central Bank of Bosnia and Herzegovina, (2015), “Financial Stability Report for 2014”, Available at: http://www.cbbh.ba/files/financial_stability_report/fsr_2014_bs.pdf (Accessed on: August 9, 2015).

7

The basis for the formulation and calculation of financial soundness indicator is given in the IMF Financial Soundness Indicators
Compilation Guide in 2006.

8

When the countries of the region are concerned, the largest share of NPLs in the total loan sum, according to the 2012 data, was
in Montenegro 21% (with solvency coefficient of 10%), lately decreased from 15.85% to 8.96%, followed by Serbia with the share of
18.8%. In Albania the NPL share is 16.6% while in Croatia it was 12.2%. In Slovenia, one fifth of the assets (20%) is made of NPLs,
which is EUR 9.7 billion.

9

Agency for banking of B&H Federation (FBA), (2013), “Preliminary study of the quantitative impact of the application of the standardized approach to calculate capital requirements for credit risk in Federation of B&H (QIS)”, Available at: http://www.fba.ba/images/
Publikacije_Banke/Preliminarna_studija_QIS_bos.pdf (Accessed on: December 19, 2014).

10 For more details, see: http://www.fba.ba/images/Publikacije_Banke/Preliminarna_studija_QIS_bos.pdf.
11 Alongside two supplementary capital buffers, the Basel Committee imposed severe pressure on the Value-at-Risk based Internal Models Approach in order to increase. This is to increase the capital base by adding the stressed Value-at-Risk component in an effort to
reduce reliance on internal models while keeping the Standardized Approach avenue open. However, even though those measures
might appear theoretically correct, evidence gathered for long and short exposures in Portugal, Italy, Greece, and Spain highlights
several defects in Basel III. Rossignolo, Fethi & Shaban (2013, pp. 1323-1339) emphasized that leptokurtic models, primarily those
derived from Extreme Value Theory, should be enforced in the regulations given their superior performance in market crises, and that
Basel II could have shielded against 2008 mayhem provided that heavy-tailed techniques had been employed. Furthermore, Rossignolo, Fethi & Shaban (2012, pp. 303-319) suggested that the inclusion of Extreme Value (EV) in planned supervisory accords should
reduce development costs and foster healthier financial structures.
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Perspektive Basela III:
Empirijski dokazi iz Bosne i Hercegovine
Sažetak
Posljednji baselski sporazum, koji se oslanja na Novi sporazum o kapitalu (tzv. Basel II) i čiji su osnovni
ciljevi, normativno gledano, poboljšanje sposobnosti bankovnoga sektora da apsorbira gubitke proistekle
iz ekonomskih neprilika poput globalne financijske krize (2007. -2009.), poboljšanje upravljanja rizicima
i upravljanja uopće te jačanje transparentnosti i objavljivanja od strane banaka, operativno promatrano,
naglašava potrebu da se unaprijede kvaliteta i kvantiteta komponenti kapitala, standardi likvidnosti i leveridž
racio. Implementacija Sporazuma u razvijenim zemljama započela je početkom 2013. godine, a ukupni
prijelazni period od okvira Basela II treba završiti do 2019. godine. Kada su u pitanju zemlje s tržištima u
nastajanju, postoji nekoliko pitanja na putu njegove implementacije, kao što su potrebne (tehničke) vještine
i ekspertiza osoblja banaka, kao i njihovih supervizorskih institucija, sofisticirani mehanizmi i kapacitet za
interno rangiranje, značajna količina novih informacija i evidencija itd. U ovome radu, stoga se diskutira o
stvarnim i potencijalnim učincima Basela III, prvo u razvijenim zemljama, a zatim i zemljama s tržištima u
nastajanju. Poseban naglasak stavljen je na bankovni sektor Bosne i Hercegovine.
Ključne riječi: međunarodni bankovni standardi, baselski sporazumi, Basel III, učinci, razvijene zemlje,
zemlje s tržištima u nastajanju, Bosna i Hercegovina
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HUMAN RESOURCES IN ORDER TO
IMPROVE THE OVERALL QUALITY:
THE CASE OF CPII
Abstract
The paper shall present the results of the research that was aimed at measuring employee satisfaction with
the existing state of affairs as well as their expectations in the future in the case of the Economic and
Financial Affairs Department of the Croatian Pension Insurance Institute (CPII), Regional Office (RO)
Osijek. The study was conducted by using the KVALIMETAR measuring instrument. The results of the
study allowed the identification of critical areas in the management system through the dimensions of the
KVALIMETAR measuring instrument, based on which recommendations for improvement were made. A
negative gap was recorded in all dimensions, which leads to the conclusion that the existing state of affairs
should not be maintained. It is also necessary to continue to work and invest further efforts to improve
quality since it is precisely continuous improvement and upgrading that quality management mandates.
Keywords: Quality, quality management, measuring instrument, employee satisfaction

1. Introduction
The need for quality improvement in public administration is continuously growing and the proposals
for reform of public administration aim at improving quality. The orientation of public administration
toward beneficiaries is being emphasized more and
more and it is precisely the fulfilling of their expectations that is becoming the measure of quality. Public
administration should be meeting the needs of the
citizens and the business sector. Quality depends
on numerous factors of which – according to the
subjective opinion of the author – the most impor-

tant include employee competencies and commitment, quality planning, management and insurance
and finally – quality improvement (Lazibat, 2009:
57). There are various quality management mechanisms, but there is also the question of how and to
which extent they are applied in public administration. The introduction of a quality management system is not an easy and simple process; but, it is necessary. There is a reason as to why it has not been
sufficiently implemented in all organizations. There
are those who advocate the implementation and –
as with anything – there are those who oppose it,
mainly by arguing that it is costly, that the consultants are expensive, that there are no palpable or
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immediate benefits and most commonly that there
is the need to maintain the existing state and not
alter the established habits and relations. There is
also the ever-present strong political influence since
quality requires a review of all business processes in
order to create accountable structures. The implementation of a quality management system in any
organization including public administration will
not solve all our problems, but it will raise the level
of responsibility and alter the awareness of public
administration services and its orientation toward
beneficiaries and thereby restore public confidence
in the public administration’s work.
The aim of this paper is to present the results of the
study that was conducted at the Economic and Financial Affairs Department of the CPII1 Regional
Office Osijek by using the data obtained via anonymous employee surveys. For the purpose of measuring the quality of services as well as employee
satisfaction at the Department, the measuring instrument KVALIMETAR was specifically adapted
to public administration. Perception and expectation covered by 21 questions through dimensions
(Strategy, Organizational Structure, Human Resource Management, Management and Leadership,
Collaboration) were examined with the aim of detecting the level of service quality and employee satisfaction at the Department. This is the goal sought
to be achieved: to identify critical points in the management system based on the established differences (gaps) between the dimension of perception and
the dimension of expectation and to provide recommendations for improving overall quality.

2. Research Methodology

2.1 The KVALIMETAR Measuring Instrument
The KVALIMETAR is the measuring instrument for
examining the quality of services in the public sector. It is intended for measuring the quality of services in public administration with the aim of identifying critical points in the management system so
as to increase excellence in providing services as
well as improving the overall quality in public administration. The service quality level in the public
sector as well as employee satisfaction therein are
determined by examining perception and expectation. It comprises five dimensions that are covered
by 21 questions on the perception scale and 21 questions on the expectation scale. The answers were
recorded using a 5-point Likert scale (1–strongly
disagree with the statement to 5– trongly agree with
the statement). The key dimensions of quality management in public administration include:
• Strategy (questions 1 – 4)
• Organizational Structure (questions 5 – 9)
• Human Resource Management (questions 10 –
13)
• Management and Leadership (questions 14 -17)
• Collaboration (questions 18 – 21)
The KVALIMETAR includes the following sociodemographic questions: GENDER (M/F), AGE (respondent-entered number), HIGHEST LEVEL OF
EDUCATION COMPLETED (primary education
(PE), lower/upper secondary education (L/USE),
post-secondary education (PSE), and tertiary education (TE)), and YEARS OF SERVICE (respondent-entered number).
Table 1 Data for encoding results

The research was conducted as part of the elective
course Quality Management in the Public Sector
at the Public Administration Specialist Graduate
Studies at the Faculty of Law in Osijek by applying the KVALIMETAR measuring instrument. The
public administration questionnaire was adapted
for this purpose, with the help of which employeesrespondents answered the questions anonymously.

GENDER
M
F

1
2

EDUCATION

SERVICE

1

PE

1

1-4

1

24 – 29

2

L/
USE

2

5 – 10

2

30 – 35

3

PSE

3

11 – 16

3

36 – 41

4

TE

4

17 – 22

4

42 – 47

5

23 – 28

5

48 – 53

6

29 - 34

6

54 – 59

7

60 - 65

8

AGE
18 – 23

Source: Data obtained by authors
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2.2 Sample
The study was conducted on a sample of 30 respondents employed at the Department for Economic and
Financial Affairs of the Croatian Institute for Pension Insurance (CPII) Regional Office in Osijek. It is
necessary to stress that the research was conducted
in January 2014 when the Department comprised
the following two sub-departments:

by the Decision of the Government of the Republic of Croatia on the ban on new recruitment of
civil servants and civil service employees (Official
Gazette no. 114/14 and 32/15)3 whose salaries are
funded from the State Budget and that includes the
CPII employees as well.
Table 2 Respondent structure according to sociodemographic variables

• Accounting Department and

ABSOLUTE
VALUES

• Pension Benefits and Child Allowance Calculation and Payment Department.

GENDER

Given the timespan and the previously mentioned
restructuring of the Institute with the aim of
achieving the optimal employee number and structure and operating costs rationalization, in 2014
changes were made to the internal organization of
the Institute2, which in turn resulted in the reducing of the number of internal organizational units
and the number of managing positions. Today, the
Economic and Financial Affairs Department has 25
employees. The smaller number of employees is the
result of a natural outflow (e.g. retirement) as well as
of other measures that involve the redistributing of
employees to departments.

M

3

10

F

27

90

30

100

18 – 23

0

0

24 – 29

1

3

30 – 35

1

3

TOTAL
AGE

The introductory part of the questionnaire was used
to obtain answers from the respondents to four
sociodemographic questions. This data allowed
insight into the employee structure of the Department according to gender, age, education and years
of service, which in turn provided guidelines on
what requires attention in the future.

36 – 41

2

8

42 – 47

10

33

48 – 53

7

23

54 – 59

9

30

60 - 65

0

0

TOTAL

30

100

COMPLETED EDUCATION

The table contains the employee structure at the
Economic and Financial Affairs Department according to demographic variables expressed as absolute and relative values.
The data on the gender structure of respondents
undoubtedly shows that the percentage of women
employed at the Department (90%) – i.e. 27– is significantly higher than that of men (10%) – i.e. 3.
According to the data on the age structure of the respondents, the largest number of employees (n=10)
falls under the 42-47 years of age range (33%), followed by 9 employees from 54 to 59 years of age
(30%). A very small number of employees are under
41 years of age – 4 of them, i.e. 13%. The analysis
of the overall age structure leads to the conclusion
that there is a lack of younger people and especially
those under 35. The lack is certainly caused in part

RELATIVE
VALUES (%)

PE

0

0

L/USE

26

87

PSE

1

3

TE

3

10

TOTAL

30

100

YEARS OF SERVICE
1-4

1

3

5 – 10

2

7

11 – 16

1

3

17 – 22

11

37

23 – 28

8

27

29 - 34

7

23

TOTAL

30

100

Source: Data obtained by authors
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The qualification (education) structure is dominated by the 26 employees with secondary education
(87%). Only 3 employees have completed post-secondary or tertiary education (10%) and this mostly
involves managerial staff. Just 3%, i.e. 1 employee
has completed post-secondary education. What
certainly affects this result is the fact that the tasks
performed at the Department mostly involve secondary-education-level tasks. According to the new
job classification that has been in force since 1 September 20144, the situation has not changed much
and the positions within the Economic and Financial Affairs Department largely remain secondaryeducation ones.
In terms of years of service, the prevailing number
of employees has 17-22 (37% or 11 employees), followed by 8 employees with 23 to 38 years of service
(27%). The number of employees with 1-4 or 11-16
years of service is equal – 1 per range (3%).

Figure 1 Perception dimensions

3. Research results
The aim of the research was to analyse the actual
state and the level of quality by examining the
employees’ perception through the previously explained five dimensions (Strategy, Organizational
Structure, Human Resource Management, Management and Leadership, Collaboration) and to determine what their expectations in the future are (using the same five dimensions). Figure 1 represents
the results of the research on the perception scale
expressed as average values in all dimensions of the
KVALIMETAR measuring instrument.
Out of the five dimensions, on the perception scale
the respondents rated Collaboration the highest –
the average rating being 3.14. The inference here
may be that respondents express satisfaction in
this dimension. The latter is followed by Management and Leadership with an average rating of 3.05,
then Strategy with an average rating of 2.85 and finally Organizational structure with 2.76. The lowest
rated dimension is Human Resource Management
with an average rating of 2.04. The reason for such a
low rating likely lies in the fact that it involves issues
related to vocational training of employees, evaluation of their work or rather the lack of an evaluation
method and the non-existence of a reward system
for accomplishments and results as well as insufficient means for work.

Source: Data obtained by authors
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Having observed the average rating from the highest to the lowest rated dimension, the conclusion is
that the overall employee satisfaction is on a medium level with a tendency towards a lower level of
satisfaction.
Below is a graphical representation of the five expectation dimensions expressed as mean values in
all dimensions of the KVALIMETAR measuring instrument.
It is clear from the average rating range of 3.83 to
4.60 that respondents have higher expectations in
terms of all five observed dimensions.
Based on the highest average rating of 4.60, the highest expectations are in the Collaboration dimension. This primarily refers to expectations in terms
of collaboration with other departments as well as
open communication within the Department, mutual cooperation and constructive resolution of possible conflicts. Expectations are mutually similar in
Management and Leadership and Human Resource
Management. They are followed by Organizational
Structure with the average rating of 4.17. The lowest
expectations were recorded under Strategy with an
average rating of 3.83.

In general, strategy refers to the familiarity of all
employees with the objectives in terms of improving the work result quality, the familiarity with the
implementation of the organizational strategy and
its monitoring and the presenting of results to all
employees.
The comparison of the perception and expectation
scales through the dimensions of the KVALIMETAR
measuring instrument allowed the finding of differences (gaps) between the actual and expected state,
which in turn allowed for the identification of critical points in the management system. The table below represents the results with the average rating of
each dimension on the perception scale and the expectation scale along with the resulting gap between
perception and expectation.
There is a negative difference in all dimensions of
the KVALIMETAR measuring instrument, which in
turn represents a negative gap and certainly room
for improvement since there is no single dimension
in which the existing state should be maintained.
The Strategy dimension covers questions on the
familiarity of employees with the objectives of the
Department relating to CPII services, the improvement of the overall operation and the familiarity
with the implementation of organizational strategy
and continued monitoring thereof.

Figure 2 Expectation dimensions

Source: Data obtained by authors
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Table 3 Gap between perception and expectation

DIMENSIONS

STRATEGY

ORGANISATIONAL
STRUCTURE

HUMAN
RESOURCE
MANAGEMENT

MANAGEMENT
AND
LEADERSHIP

COLLABORATION

PERCEPTION

2.85

2.76

2.04

3.05

3.14

EXPECTATION

3.83

4.17

4.33

4.39

4.60

-0.98

-1.41

-2.29

-1.34

-1.46

GAP (P – E)

Source: Data obtained by authors
The average rating for Strategy on the perception
scale is 2.85 and 3.83 on the expectation scale, causing a negative gap of -0.98. The gap between the
ratings obtained for this dimension is the smallest
for the simple reason that the expectations are the
lowest.
Organizational Structure covers questions on employee understanding of the Department structure,
the existence of an optimal division of work within
the Department, employee participation in decision-making, clearness of tasks and the valuation
of their excellence. The average rating in Organizational Structure on the perception scale is 2.76 and
4.17 on the expectation scale.
Figure 3 Graphical representation of the gap
between perception and expectation on the dimensions of the KVALIMETAR measuring instrument

The negative gap in this dimension is -1.41. Given
the changes in the organizational structure that
took place after this research was conducted, it is
possible that the negative gap in this dimension
upon repeated examination could prove to have become smaller.
The observing of the perception scale results in all
five dimensions shows that employees gave the lowest rating in Human Resource Management – 2.04.
In this way they are likely expressing their dissatisfaction with their vocational training, skill improvement and investment in additional means for work.
Employees were particularly dissatisfied in terms of
the recognition of their work and rewards for accomplishments and good business results. In analysing the same dimension on the expectation scale,
based on the high average rating of 4.33, it is clear
that expectations in the future are high. The largest
negative gap between perception and expectation
was recorded in Human Resource Management:
-2.29.

Source: Data obtained by authors
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Seeing as how human resource management and
development is one of the set goals of the Institute
as a modern institution, it is reasonable to hope that
in the future the Institute will fulfil the high expectations of its employees.
In Management and Leadership, the negative gap
between perception and expectation is somewhat
smaller in comparison with the second dimension,
i.e. Organizational Structure, but it is still large at
-1.34. The average rating for the perception variable
is 3.05, whereas the average rating for the expectation variable in this dimension is 4.39, meaning that
there is plenty room for improvement, much like in
all other dimensions.
The last dimension is Collaboration, which encompasses collaboration with other institutions,
departments, constructive resolution of possible
conflicts and level of communication and mutual
cooperation of all employees. At 4.60 on the expectation variable, this dimension displayed the highest expectations of employees seeing as how it is
the highest average rating. At 3.14 on the perception variable, it was also rated highest on average of
all dimensions. The resulting negative gap is -1.46.
Even though it has been rated highest on the perception scale, the gap indicates that collaboration
needs work and additional effort to improve it since
it is precisely continuous improvement and upgrading that quality management mandates.
The gap between perception and expectation on the
dimensions of the KVALIMETAR measuring instrument is shown graphically in Figure 3.

4. Recommendations for improvement
The analysis of research results obtained from employees of a single department by using the KVALIMETAR measuring instrument allowed for the
identification of dimensions with the largest gaps,
the negative sign of which represents areas, i.e. dimensions that require improvement both in terms
of the services provided and of employee satisfaction. As previously established, a negative gap is
present in all dimensions. The existing state should
not be maintained in any of the dimensions.
However, the largest gap has been found in Human
Resource Management, which has thus been identified as the most critical area that leaves plenty room

for improvement. A number of recommendations
for the future shall therefore be given below:
• Human resource is a key factor in the success of
operations of any organization and human resource management should thus be one of the
strategic goals of the organization. The decision
of top management is therefore essential (Sikavica et al., 2008: 134)
• People and their competencies, talent, skills and
commitment to work are the most important factor in the success of operations.
• Employees should be encouraged to learn and
train and be justly rewarded, promoted and acknowledged for their contribution to achieving
the goals of the organization.
• An important prerequisite for the realization of
human resource development is of course the
procurement of technical and additional means
for work.
• New technologies and the significance of the
work environment and the power of teamwork
and the benefits thereof should be emphasized.
Civil servants who refuse to learn digital skills
and embrace computerization should be candidates for downsizing.
• It is necessary to create a working environment
within which employees can work in accordance
with their abilities and to encourage the development of innovative and creative thinking. Each
employee has an impact on the results of the organization and it is necessary to point out that
their work is indispensable.
• In carrying out their tasks and duties, employees
should conduct themselves professionally and
apply their expertise and work experience as well
as respect the prescribed deadlines and strive towards completing their tasks and duties without
undue delay and interfering with the work of others.
• Mutual relations between employees should be
based on mutual respect, trust, cooperation and
collegiality.
• In organizing work, hierarchy should be respected, but the willingness to present own ideas, values, knowledge and skill should also be shown
even if they are contrary to those of others,
whereby particular attention should be paid to
mutual appreciation.
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• Management should be resolute in implementing
their ideas as long as they are justified by analyses
and projections; resistance should not discourage
them, but they should also be open to new ideas
and work guidelines coming from others as well
as accept innovation and changes in work.
Following Human Resource Management, the second dimension in which a negative gap was recorded is Collaboration. It is a well-known fact that
collaboration is key to the successful operation of
a work team. Recommendations for improvement:
• Create an environment of good cooperation and
the readiness to achieve with joint efforts that
which cannot be achieved single-handedly. Communication is the exchange of information and
ideas in the process of finding the best solution
or – in the words of a Japanese proverb: “None of
us is as smart as all of us” (Skoko, 2000: 76).
And lastly, an equally important recommendation
is that management and leadership should not be
dependent of political influence but instead be result-driven. Political criteria should not affect the
management structure.

5. Conclusion
The paper examined the perception and expectations of employees of one of the organizational units
of the CPII (hereinafter: Institute) RO Osijek. It is
possible that the involving of all employees of the
Institute in the study would have given a different
picture, but it is also likely that it would not differ
much. The results of the research indicate that quality creation and management represent a great challenge to the Institute.
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A negative gap was recorded in all five dimensions
of the KVALIMETAR measuring instrument (Strategy, Organizational Structure, Human Resource
Management, Management and Leadership, Collaboration), but Human Resource Management
has been identified as the most critical point in the
management system. It is precisely this dimension
that displays the most considerable difference between the actual and the expected state; it has the
largest negative gap that represents plenty room for
improvement. Thus, human resource management
and development require great effort. In this sense
it can be said that the Institute has become aware
of its shortcomings, which is evident in the establishment of the Human Resource Office under the
Legal, Personnel and General Affairs Sector of the
Central Office. Furthermore, the management also
has a key role. The direct manager should possess
social skills, and use a psychological and managerial approach in dealing with employees. Employees
should be motivated not only on the financial level,
but also on the social level: the communication between management and employees should be open.
Accountability is required on all levels.
The primary goal that needs to be achieved by introducing a quality management system is the fulfilling
of requirements and expectations and, at that, primarily those of citizens through a satisfactory quality of service, but also of the employees themselves,
which will ultimately be reflected in their satisfaction with work and career.
The introduction of a quality management system
does not automatically imply quality, but it would
surely allow for the Institute to organize its business according to international requirements and
to transform into a modern, well-organized and efficient public institution that provides good quality
and prompt service to its users.
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102/98) for the purpose of implementing compulsory pension insurance (CPI) based on generational solidarity (CPI Level I) under
which rights in case of old age, disability and physical impairment are assigned to the insured and – in the event of death of the
insured, i.e. the pension beneficiary – to their family members. The activity of the Institute comprises the implementation of the
compulsory pension insurance based on generational solidarity and the implementation of the process of exercising the right to
children’s allowance. The vision of the development of the Institute is to make the Institute a modern public institution that guarantees legality, promptness and quality of operations as a public service to citizens by using modern technology and computerization.
(http://www.mirovinsko.hr/default.aspx?id=2039. Accessed on 25 Apr 2016.)
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Ljudski kapital u funkciji poboljšanja ukupne
kvalitete: Slučaj Hrvatskog zavoda za mirovinsko
osiguranje
Sažetak
U radu su izneseni rezultati istraživanja koje je imalo za cilj da pomoću KVALIMETRA, mjernog instrumenta, izmjeri zadovoljstvo zaposlenika, na primjeru HZMO PS Osijek, Odjela za ekonomsko-financijske
poslove, kako trenutnim stanjem tako i njihova očekivanja u budućnosti. Rezultatima istraživanja detektirana su kritična područja u sustavu upravljanja po dimenzijama KVALIMETAR mjernog instrumenta te
su donijete preporuke za poboljšanje. U svim dimenzijama zabilježen je negativni jaz što nas dovodi do
zaključka da se postojeće stanje nikako ne bi smjelo zadržati te je potrebno nastaviti raditi i ulagati daljnje
napore za poboljšavanjem kvalitete. Upravljanje kvalitetom upravo od nas to i zahtjeva, stalno poboljšavanje
i nadograđivanje.
Ključne riječi: kvaliteta, upravljanje kvalitetom, mjerni instrument, zadovoljstvo korisnika
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RELATIONSHIP BETWEEN
DIFFERENT BUSINESS VALUE
COMPONENTS WITHIN THE OIL
AND GAS INDUSTRY
Abstract
The oil and gas industry is characterized by many complexities and specificities of business operations.
The above is also reflected in the identification of value components, and the understanding of their interrelationships. In order to have an effective value management, it is especially important to follow up on the
movements in key financial indicators and qualitative factors which impact the creation of financial results.
This paper presents the theoretical basis in order to identify the most important qualitative value components in oil and gas companies. Therefore, the specificities of all sectors within this industry are highlighted
in order for them to be related to the key financial factors influencing the creation of stable cash flows. For
this purpose, a cluster analysis of selected key financial factors has been performed using self-organizing
neural networks. Connecting identified qualitative value components affecting cash flows with the financial
parameters through which they are reflected, creates a framework for developing an effective value management model.
Keywords: Oil and gas industry, business value components, free cash flow, self-organizing neural networks

1. Introduction
The value of a company is not taken as the sum of
individual values, but as the overall value of a set
of effects (Tichy, 2009). The rationale behind this
value is the survival and future of business operations i.e. the possibility of creating future business
results and may be defined through expected business development.

In order for a company to be able to operate within
the context of sustainability and continuous business activity, its strategies should be set to generate satisfactory cash flows through a value network.
This of course depends on a variety of factors such
as the number of years of its existence, the industry, industrial concentration, the type of consumer
as well as other internal and external factors affecting a company’s business operations (Brlečić Valčić,
2015). Therefore, value components can be defined
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as the links in the value chain that affect business
advantages, customer perception and the possibility
of creating satisfactory business results i.e. satisfactory cash flows.
One of the key problems in identifying the value
components of a company is that they are qualitative in nature and are as such not recorded in financial statements. Namely, the financial ratios are just
their indirect indicator. Therefore, it is necessary to
find an adequate way to examine their relationship
with financial effects.
By tracking the movements in working capital and
by linking the factors that, within the value chain,
affect these movements, it is possible to identify the
most important value components within an industry.
A few basic sectors define the oil and gas industry,
and each of them is focused on specific processes
within the value chain. As this extremely active industry is characterized by significant complexities,
many companies focus on just one of these sectors.
The planning of future costs and revenues depends
on the specific features of each sector within the oil
and gas industry. The great diversity in relation to
other types of companies stems from the fact that
this industry is highly cyclical and dependent on the
prices of commodities. This particularly applies to
the inability to control revenues. Furthermore, such
companies are to a large extent dependent on assets
and thus the revenues of exploitative manufacturing companies will depend on oil and gas reserves,
whereas of those belonging to other oil and gas sectors on technologies supporting this industry. The
above is reflected in the production processes, production equipment and operating business activities (Brlečić Valčić, 2014).
Therefore, in the context of the above said, the research problem imposing itself is the identification
of qualitative factors that affect the value components of oil and gas companies, and their relationship with financial factors.
The goals of the paper are to investigate and analyse relevant factors of a qualitative and quantitative
nature that affect the creation of cash flows within
the value creation concepts in the oil and gas industry, as well as, based on objective scientific facts and
the applicable theoretical and practical knowledge
about the specificities of business in this industry,
to formulate the results of research that can provide
better business organization focused on creating
242

long-term sustainable business.
By using self-organizing maps (SOM), the author
has established the connections and relations between financial parameters and cash flows, and has
proposed measures for monitoring and evaluating
their interaction.

2. Theoretical background
As value creation must be considered in the context
of business networks that include suppliers, partners, distribution channels, as well as associations
that expand access to resources (Zott et al., 2011),
it must also be observed with regard to the specific
features of the industry. In the oil and gas industry
they are reflected in the production processes, production equipment and business operations (Raymond, Laffer, 2006), and result in financial specificities (Johnston, 2006; Cormier, Magnan, 2002). Total
amount of created value, will be lost if a group of
value creators does not participate in its further creation (Chatain and Zemsky, 2009). Therefore, there
is a need for the understanding of all stakeholders
in chain of value creation in order to enable sustainable business in the future.
Furthermore, the movements in oil and gas prices
and risks that accompany this industry greatly affect the financial results of these companies (Basher, 2012; Adelman, 2005), which, in addition to the
mentioned specificities, make the value components of these companies typical (Osmundsen et al.,
2006; Misund et al., 2008).
Namely, the oil and gas industry is an industry
that has no direct effect on the price it will achieve
through oil and gas sale. Therefore, it should base its
production and capital investments on reserves and
current prices of oil and gas as well as predictions
on the movements of oil and gas prices in the future.
Considering the aforementioned, the theoretical
background for relevant factors that affect the creation of cash flows within the value creation concepts
in the oil and gas industry should be observed within dependence of oil and gas price trends on political and economic factors, specificities of companies
in the oil and gas industry, as well as specificities of
the working capital, cash flow and other financial
factors within the oil and gas industry.
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2.1 The dependence of oil and gas price trends on
political and economic factors
Oil derivatives such as gasoline, jet fuel, diesel
fuel, distillate oil, asphalt and raw materials used
in chemical and plastics industries, classify oil as a
leading commodity in the world market. More than
50 % of oil production is traded internationally, and
this share represents approximately 10 % of total
world trade (Johnston, 2006). In the supply of energy consumption, the trade in oil and oil products
accounts for approximately 40 % (Wall Street Prep,
2009).
Natural gas is used in the industrial and commercial
sectors as well as households as an energy source,
but also as a raw material in chemical and refining
processes. The demand for natural gas is becoming
increasingly high due to the neutral impact it has
on environmental pollution through the emission
of harmful gases, and more than 26 % of world production is traded internationally. In the past, this
industry was focused on supplying mostly Western
markets with energy, and the competition between
private companies was conditioned and oriented
towards accessing existing reserves. As the demand
for energy increased, and as the positive movements in the rise of oil and gas prices followed the
trends in demand, this industry started to develop
increasingly and grow accordingly. Such a trend in
demand was followed by continuous development
of new technologies that allow for the extraction
of the until recently considered unconventional oil
reservoirs. The reservoirs have spread to challenging areas such as the deep sea, the Arctic zone or
politically unsafe areas of the world (Brlečić Valčić,
2014).
As with any commodity, the structure of the oil
and gas market is characterized by the supply and
demand ratio. However, unlike other commodities
markets, political factors have, through history,
noticeably impacted the supply and demand i.e.
the economic structure of the oil and gas markets.
Moreover, it can be said that there is no other commodity that has a more direct influence on economic and political development as do oil and gas, not
only on single economies but also globally. This is
evidenced by numerous oil shocks and events related to them.
The most important factors influencing the price of
oil and gas include:

• Supply
• Reserves
• Demand and
• Other.
Throughout the twentieth century, the demand
for oil had risen causing an increasing pressure on
prices. Alongside the demand, the supply had also
grown rapidly because new sources and new and
cheaper production methods were found and developed.
Finally, the fast growing Asian economies and the
political instability in the Middle East have raised
the demand and decreased the supply of oil in the
last decade. It is expected that the economic development of the economies of China and India will
put pressure on the price of oil and gas in the near
future. Moreover, it is expected that the current
conflict between the Russian Federation and Western European countries and the United States will
leave a serious trace and influence on the available
quantities of oil and natural gas as well as their price
in the near future.
The history of gas pricing policies has generally followed that of oil prices and was directly dependent
on the supply and demand. Significant fluctuations
in the prices of natural gas can also be linked to the
above mentioned reasons impacting the significant
changes in oil prices. It is important to emphasize
that, only since recently, the trend in natural gas
prices has been separated from that of oil prices and
has become more similar to that in coal prices.
The need for energy changes over time with social
and technological developments. Developing countries, that have not been highly dependent on energy, will, with time, have higher needs for energy.
Therefore, it is uncertain whether the increase in
living standards in developing countries will result
in the scarcity of resources in the future and increased prices and whether new technologies and
non-conventional energy sources will bridge the
gaps in energy supply. However, the oil industry’s
monopoly in the transport market based on the use
of oil and oil derivatives as the main fuel for vehicles
is slowly decreasing despite expected production
growth. The automotive industry is producing increasingly more efficient vehicles, and biofuels are
gaining their place in the market as a replacement
for oil products. The key factors causing oil to lose
its monopoly as a key motor fuel are its high cost
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and the increasingly influential government policies in limiting carbon dioxide emissions and other
greenhouse gases. It is expected, therefore, that the
number and impact of such policies will increase in
the coming years, which will result in a decline in
the use of fuels with high carbon dioxide emissions,
especially in developed countries. This decline will
be slower and longer in developing countries.
Among other factors affecting the demand for oil
and gas, the most important ones to mention are
technological improvements related to energy efficiency, seasonal weather patterns, and increased
competitiveness of alternative energy sources accompanied by subsidies and incentives of individual
governments, as well as the changes in technology
and consumer preferences that alter the consumers’
final choice. On the other hand, among the factors
having the greatest impact on supply are, in first
place, the discovery and development of new oil
and gas sources as well as the technology for the improvement and recovery of existing sources. These
factors have an impact tendency to reduce the
prices within the limits in line with the increase in
supply caused by the increase in demand. Likewise,
the increase in the efficiency of the refining industry
and production capacity are factors that have a tendency to reduce the margins on finished products.
Potential factors that may, from an economic
standpoint, also affect oil and gas prices in a negative way are inflation, interest rates, exchange rate
fluctuations, as well as local and regional market
conditions. From a political point of view, the factors having the greatest influence are those related
to limitations in the access to oil reservoirs (Brlečić
Valčić, 2014).

2.2 Specificities of companies in the oil and gas
industry
Due to the complexity of business processes, from
exploration, extraction to distribution of oil and gas
to end users, the oil and gas industry is divided into
the following five sectors:
• Exploration & Production, E&P, often termed
internationally as the Upstream Sector;
• Transportation & Storage, T&S, widely known
as the Midstream Sector;
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• Refining & Marketing, R&M, known as the
Downstream Sector;
• Oil Field Services, OFS;
• Integrated Majors, IM.
The oil and gas industry is characterized by the
three basic organizational forms of companies with
regard to ownership, namely, privately owned, joint
stock and nationalized companies. In traditionally
oil and gas export-oriented countries, the features
of business operations of companies in this industry
still depend on the state monopoly over these companies, even though in recent years, an increasing
number of small privately owned companies have
entered this industry either alone or in cooperation
with the state-controlled companies. In most cases,
the companies’ development and business strategies in this industry are closely linked and dependent on the governments of countries in which they
operate. However, recent research and studies show
changes in government intervention in the operations of these companies, mostly caused by climate
changes and the economic and physical security.
The operative areas of business activities relate to
the processes defined from the discovery of oil and
gas to their supply to end-users, and thus the industry, as previously defined, is divided according to
the operations carried out within these processes.
Exploration and production is the largest sector within the industry, not only by the size of the
companies that operate within it, but also according to their number. It involves business operations
associated with the discovery and extraction of oil
and gas. The process of exploration relies on the
application of geological sciences and drilling technologies which require a high level of expertise and
qualifications of employees, especially in the detection of under-surface traps related to hydrocarbons.
Production, in turn, implies activities related to the
removal of oil and gas from sources and delivering
it to the transport sector.
In economic terms, this sector is characterized
by significant instability in achieving the ultimate
achievable commodity prices (oil and gas) as well as
the high costs involved in finding oil and gas and
developing reservoirs and reserves for production
and in addition to all this, often uncertain estimates
of renewable resources for production. As reserves
are, by their nature, depleted due to exploitation,
this industrial sector is forced to continuously reinvest its proceeds into business operations to find
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new resources for production, replace depleted
reserves and increase production and sustainability. Conventional oil and gas reserves are becoming scarce and are, more recently, found in smaller
reservoirs. However, as already mentioned, this industry is at a high level of yielding the benefits of
modern technology which is constantly evolving,
and made use of in finding unconventional reserves.
Thus more and more attention is given to oil shales,
especially in North America and Canada, and offshore resources and reserves in deep seas (Brazil,
Arctic belt, etc.). The exploitation of offshore areas
requires more capital investment per reservoir, and
is therefore liable to greater risk. On the other hand,
the exploitation of oil shales, involves minimal exploitation risk, as it is a well-defined and long-term
resource. However, it is important to note that the
extraction of oil from oil shales is somewhat controversial due to its potential negative impact on the
environment, particularly in terms of groundwater.
The latter is the subject of many discussions.

The margins and profits of refineries depend on
the difference in the price of crude oil and finished
products, which is closely linked to the quality of
the oil and the procedures performed in refining.
The more complex refineries are able to perform
such processes cheaper and can therefore yield
higher returns.

The sector of transportation and storage of oil and
gas is a vital link between producers and consumers.
The basic characteristics of this sector are related
to the storage and transport of oil and gas from the
reservoirs to refineries. Oil and gas are transported
by pipelines, tanker trucks, and special ships for the
transportation of crude oil, i.e. liquefied natural gas.
Laying pipelines for collecting and transporting oil
and gas are the backbone of this sector. In recent
years, these companies have increased their focus
on the infrastructure and transport means related
to the delivery of gas.

• Improve the level of meeting regulatory requirements related to quality specifications of
individual products, for which separate storage
is needed;

The sector of refining and marketing involves activities related to refining crude oil in petrochemical plants (refineries), as well as the distribution of
finished products (gasoline, diesel, jet fuel, distillate
oil, asphalt, lubricants, synthetic rubber, plastics,
fertilizers, pesticides, antifreeze, butane, propane,
natural gas, etc.) to end users. Refined oil products
and natural gas are transported in different ways to
distribution centres for further consumption. This
sector can be viewed separately, as a sub-sector of
refining and as a sub-sector of marketing. Oil processing involves the separation of individual fractions, the so-called refines, from which the words
refining and refineries are derived. In general, these
procedures relate to removing sulphur, nitrogen
compounds and salts from petroleum to achieve
better quality.

The sub-sector of marketing is responsible for presenting the oil and gas industry to the public. By
means of advertising, customer management, product mix, wholesale and retail strategy, it promotes
sales and branding. Wholesale activities involve
choosing the distribution channels, managing the
positions of distribution, as well as the expansion of
product ranges in stores.
It is of crucial importance for this sector to locate
storage terminals at convenient positions in order
to:
• Avoid geographical imbalances between refineries and consumers;

• Increase the activity of independent retailers,
and
• Impact oil trade in terms of complying with
mandatory regulations related to reserves.
Oil field service companies (OFS) provide specialized equipment and skills needed for exploitation,
drilling, testing, production, maintenance and recovery of oil and gas reservoirs, and the design and
construction of pipelines for the transport of oil and
gas. Namely, exploring oil fields and reserves and
the production and transportation of oil and gas is
a complex process, in which each step in the chain
of this process requires specific expertise and specialized technology. Moreover, finding oil and gas
reservoirs requires numerous and complex research
investigations, geological modelling, seismic studies and oil well testing. In addition to the above services, companies within this sector rent equipment
required for the extraction or transportation of oil
and gas.
Integrated companies apart from being involved in
the exploitation-oriented manufacturing sector are
active also in at least one of the mentioned sectors,
most commonly in refining and marketing, and the
transport sector.
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2.3 Specificities of the working capital in companies operating in the oil and gas industry

quality contracts with contractors, primarily in
terms of decisions to contract out individual business segments to external associates.

The oil and gas industry has been facing challenges in managing its working capital in recent years.
These challenges are related to the characteristic
problems significantly impacting cash flows, financing and business operations. The main cause of this
is the demand for an increased production that will
meet the energy needs, especially in emerging markets. Moreover, issues such as the volatility in pricing trends, particularly in the intervals of relatively
high oil and gas prices, divert the attention from
a quality management of working capital (Brlečić
Valčić, 2014).

Research by Ernst & Young-a (EY, 2011) indicates a
significant increase in the changes in this industry’s
working capital in recent years. These changes are
observed in cash conversion cycles (Cash-to-Cash,
C2C) representing the days of inventory outstanding plus days of sales outstanding minus payables
outstanding.

In addition to the huge impact of price trends, one
of the most influential factors impacting working
capital is certainly the development and expansion
of capital investments, which have been essential
in this industry as it needed to react quickly to the
changes in market conditions by either speeding
up, slowing down or delaying the execution of ever
more complex projects and programs. Therefore,
there is a growing awareness of the importance of
quality management of working capital in this industry.
Companies in the oil and gas industry have different
variations of managing working capital which are
built on the different business and operating model
types, relationships with customers, degree of vertical integration, the nature of the procurement and
production contracts and the infrastructure of distribution.
The working capital is also greatly influenced by the
complexities of the industry itself, which include:
• Smoothing investment cycles in periods of price
volatility,
• Solving problems of higher exploitation costs
and development costs, as well as risks,
• Conducting operations in times of increasingly
stringent regulatory requirements, and
• Assessing the impact and opportunities with
the emergence of alternative energy sources.
Improvements in the management of working
capital within this industry can be achieved by a
more quality management of inventory, demand
estimates, supply chain planning, debt collection,
achievement of good trade conditions as well as
246

In the observed period from 2003 to 2009, the C2C
of this industry was marked by an increase of 7.1
days (from 24.9 to 32.2), which is a 29 % increase.
The key factor for this increase can be found in the
levels of inventory that significantly increased in the
period from 2003 to 2009, which was reflected on
the impact of oil prices, the value and the structure
of total inventory as well as higher level of share
value.
The same source states that the manifested paradox
of holding more physical inventory during
periods of high oil prices may be explained with the
current combination of low interest rates and significant price volatility. Namely, low interest rates
reduce the cost of storage and volatility creates a
significant price differential between the current
price and the expected price in the future. In such
a situation, companies can afford to keep oil during long intervals, and market it on more profitable
target markets.
The upstream sector has the lowest working capital within the industry as a result of low inventory
levels and high levels of payables. The refining and
marketing sector as well as integrated majors is in a
much better position, while the OFS sector is by nature characterized by complex business activity due
to the long cycled business models that are marked
by long-term contracts. What is characteristic of
these contracts is that they contain within themselves an obligation of significant advance payments
and progressive collection requirements.
The outspread of business operations with a sector
is higher in OFS and exploration sectors than in the
refinery sector, and the greater dispersion in the exploration sector is caused by the differences in the
products and buyers as well as the levels of capital
investment. On the other hand, in OFS it is conditioned by the nature of its sub-segments which
perform certain tasks for the oil and gas industry,
because every project within this sector is linked to
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the a task related to a certain period in the reserves’
life cycle as well as the variations in performing operations based on different business strategies.

2.4 Specificities of the cash flow in companies
operating in the oil and gas industry
Free cash flow to firm (FCFF) is a measure of cash
flow that remains free after the company has covered all expenses (creditors and capital investors),
taxes and needed reinvestments in the company. A
positive FCFF indicates that the company is able to
pay all required obligations arising from debt and
equity (dividend), while a negative value implies
a deficit in free cash that will have to be acquired
through additional borrowing or by issuing new
shares.
According to Damodaran (2012), free cash flow to
firm can be expressed as:
FCFF=EBITX[1-(tax rate)]-[(capital expenditures)(depreciation)]-(changes in non-cash working capital).
(1)
Closely linked to the features of oil and gas industry’s working capital, the specific features of cash
flow are also generally linked to (M&I, 2013):
• Massive depreciation, depletion and amortization, which can sometimes be higher than net
profit;
• Other non-cash expenses, which are, as in other
industries, characterized by accumulated discounts in obligations to write-off of depreciated
assets, gains and losses on assets, partneships,
authorized sale, and sometimes incurred costs
of unsuccessful exploration wells (dryhole expense);
• Investment activities which are reflected in high
capital investments can also overpass net profit
and the sale of assets from individual to entire
oil fields and gas wells, as well as high expenses
for research and the purchase of assets;
• High financial requirements associated with the
nature of the work, whose high amounts are often financed, apart from own capital, from external sources which are constantly being paid
off and raised, often in form of revolving credits.

All these specificities are closely related to high requirements in technological and financial terms, especially in the execution of large long-term projects.
High requirements for capital investments (CapEx)
by companies in exploration and OFS sectors which
reduce free cash flow may create a decreasing or
even a negative cash flow, which is typical of the
initial periods of long-term projects. In the refining
sector, due to competition, there is a constant need
for new technologies which also incurs high financial expenses as well as the equipment itself which,
as in other sectors, incurs high amortization costs.

2.5 Other financial specificities in companies
operating in the oil and gas industry
In addition to the above, the financial specificities of
companies in the oil and gas industry usually occur
due to factors associated with the typical contractual relations which the company is subject to, tax
treatment, and operational risks associated with the
industry. Typical contractual relations are related to
the ownership over mineral rights i.e. the fact that
they are either privately or publicly owned, depending on the country in which the oil reservoirs are
located. Business operations within the exploration
and production sector therefore largely depend
on the type of contract with the owner of mineral
rights. These contracts define bonuses, royalties,
tax expenses and the division of production, which
directly affect the amount of revenues.
The most common factors having an impact on
business risks, which may result in unusual financial fluctuations, that can be singled out are (DBRS,
2009):
• The economic environment, in terms of the oil
and gas industry’s impact on the economy, business activity and industry development;
• Legal and regulatory environment, in terms of the
factors that may help or hinder the relationship
between the developments of a company and the
industrial environment and regulatory rules, to
understand the frequency of changes or stability
in industry rules and thus business operations;
• Market structure in terms of the extent of competitiveness and barriers to entry a company my
face in individual markets;
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• The risk of the country in which the company operates;
• Industry cyclicality which is reflected in factors
such as consumer spending;
• Consumers’ confidence in the need of the product;
• Strength of the economy;
• Quality of management in achieving business
success.

3. Methodology
In order to analyse the impact of certain financial
parameters on cash flows, a clustering analysis including 35 parameters was performed using Kohonen self-organizing neural networks (Kohonen,
1987).
The increasing application of neural networks in
solving problems of classification and pattern recognition indicates that they have proven to be a very
good tool in solving various kinds of problems questioning the relationship between input and output
variables, regardless of the level of complexity of
this relationship.
Data clustering is a process of grouping data into
appropriate groups, i.e. clusters, according to similarities in some of their features. Clustering is crisp
if an object belongs to one and only one cluster. In
other words, this is a case of a partition of a set of
all objects. However, if an object belongs to a cluster
to a certain degree, clustering is fuzzy. In combined
clustering each object belongs to a particular cluster
according to the probability in the distribution of a
set of objects.
The Kohonen Self-Organizing Map is one of the
most widely used classification neural networks for
solving problems related to clustering. The reason
for this is not just in excellent clustering characteristics of this network but also in the fact that quite
a few excellent visualization tools have been developed which allow for a very simple and effective
analysis of the obtained clusters (Kohonen, 2001).
In addition to the input and output layer, this network has a hidden, so-called self-organizing competitive layer in which neurons are arranged in an
appropriate mesh that determines the so-called
248

SOM topology. For the purpose of this study, a rectangular 2D topology was used whereas it should
be noted that a predefined number of neurons m in
the hidden layer defines a typology of a rectangular grid of format. This typology allows the hidden
layer to form a visualization of the distribution and
two-dimensional approximation of the topology of
the input set of vectors. Of particular importance is
the visualization of weight coefficients in the weight
plane whose number is equal to the number of parameters in the input matrix. Such a graphic display
visualizes the weights that connect each input neuron (input parameter) to each of the neurons in the
hidden self-organizing layer. Brighter colours represent larger weights while darker, smaller weights.
If the sample weights of two monitored parameters
are very similar, a strong mutual correlation between these parameters can be assumed (Kohonen,
2001).
A SOM neural network is a network without a supervisor, i.e. without a target vector. Clustering is
carried out in such a way that a set of input vectors
is classified in as many classes as there are neurons
in the competitive layer. In doing so, the process
of clustering is carried out according to criterion
of distance between samples, i.e. samples whose
parameters are in terms of this distance closer are
grouped into the same cluster. The characteristics of
the network are adjusted to achieve optimal clustering, i.e. that the distances between samples within
the same cluster are minimal and the distances
between clusters are maximal. A self-organizing
neural network is usually trained, i.e. self-organized
with the SOM batch algorithm (Hagan et al., 1996).
A simplified architecture of the SOM network is
shown in Figure 1.
In the hidden self-organizing layer, first a vector
n1ϵim is formed with components

n1i= -||IWi-p||

		(2)

that represent the negative Euclidean distances
(ndist) between the presented vector pϵin and vector IWi that is the i-th row of the weighting coefficient matrix IWϵimxn .
The competitive activation function (compet) in the
hidden layer accepts the input vector n1ϵim with the
output a1ϵim expressed as
a1=complet(n1) 				(3)
returning output neurons equal to 0 for all neurons
except for the winning neuron which is associated
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with the largest positive element of the vector n1.
The output of the winning neuron is equal to 1.

The distribution of analysed companies according
to world region (North America, South and Central America, Europe and Eurasia, the Middle East,
Africa, Asia-Pacific region) and industry sectors
(IM, E&P, R&M, OFS, T&S) is presented in Table 1.
The analysed data refer to the year 2012, and were
collected from a number of professional business
Internet sources, mostly (Damodaran, 2013) and
(Bloomberg Businessweek, 2013).

Figure 1 Diagram of layers in the self-organizing
map (SOM)

The observed parameters were divided into two
groups as indicated in Table 2. The first group includes parameters 1 to 20, i.e. the classic financial
indicators expressed in monetary value (USD). The
second group includes parameters 21 to 35, i.e. financial ratios often used in financial analysis.
In addition to standard financial ratios, the author
also observed the index of business excellence BEX
as defined in (Belak, 2014) as an overall indicator,
and its individual components ex1, ex2, ex3 and ex4.

Source: Hagan et al. (1996)
Details about the different topologies of the SOM
network, and different approaches for adjusting
weight coefficients can be found in (Kohonen, 2001)
and (Hagan et al., 1996).

For the purpose of parameter clustering, MATLAB
2010 with Neural Network Toolbox was used. The
two groups of parameters were presented to the
SOM network as input matrices, after which they
were grouped by SOM into an appropriate number

In order to determine the correlation of financial
parameters, 186 international companies belonging to different oil and gas industry sectors were
analysed: 40 from the exploration and production
sector, 40 from refining and marketing, 40 oilfield
service companies, 40 transport companies and 26
integrated majors.

of clusters in line with the number of neurons in the
hidden layer. Since the SOM network has no supervisor, the rectangular 2D topology of the network was
self-organized during 200 iterations. Adjustments
were made to have 20 neurons in the hidden layer.
After training the SOM network, a range of graphic
displays of results became available. The visualization of weight planes showing weight values connecting the input and output layer are of special
interest. Very similar patterns in the weight planes
of observed parameters indicate a very high correlation between these parameters.

Table 1 Distribution of analysed companies according to world regions
World region
North America
South and Central America
Europe and Eurasia
Middle East

OIL AND GAS INDUSTRY SECTOR
IM

E&P
4

R&M

OFS

7

16

T&S
19

Total
18

64

3

0

1

0

0

4

14

21

4

12

13

64

1

3

5

0

1

10

Africa

1

1

0

1

1

4

Asia- Pacific

3

8

14

8

7

40

26

40

40

40

40

186

Total

Source: Prepared by the author, according to Damodaran (2013)
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Table 2 Selected financial parameters in the
analysis
No.
1.

Parameter
Total assets

4. Results

Abbrev.
TA

2.

Total liabilities

TL

3.

Current assets

CA

4.

Cash and cash equivalents

5.

Current liabilities

CL

6.

Book value of equity

BVE

7.

Amortization

AM

8.

Working capital

9.

Changes in non-cash working capital

C&CE

WC
CNCWC

10.

Net Cap Ex

11.

Net profit

TR

12.

Total revenue

UP

13.

EBIT

EBIT

14.

EBITx(1-t)

EBIT2

15.

EBITDA

16.

FCFF

17.

Invested capital

18.

Dividends

19.

Share price (31 December 2012)

20.

Country Marginal tax rate

21.

Current ratio

22.

Total assets over total revenue ratio

23.
24.

Total revenue over non-current
assets ratio
Total revenues over short-term assets
ratio

NCE

EBITDA
FCFF
IC
DIV
SP
TAX
CR
TATR
TRNCA
TRSTA

25.

Total revenues over capital ratio

TRC

26.

ROA

ROA

27.

ROE

ROE

28.

Net profit margin

NPM

29.

EV/EBIT

30.

ex1

ex1

31.

ex2

ex2

32.

ex3

ex3

33.

ex4

ex4

34.

BEX

BEX

35.

Cash / Firm Value

CFV

Source: Brlečić Valčić (2014 )
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The obtained results show that a SOM with only 20
neurons in the hidden layer yielded very satisfactory
results in clustering of observed parameters.
Figure 2 shows the weight planes for the first (Inputs 1-20) and the second group (Inputs 21-35) of
observed parameters. From that weight plane visualization, the relationship can be observed within
three characteristic clusters. Therefore, in observing the impact of each parameter on the individual
value component, the author suggests the necessity
for determination of the relationship between identified qualitative factors and the above mentioned
parameters.
The first group of clustered parameters includes
indicators related to FCFF. A significant relationship between FCFF and WC, CNCWC, TRC, ROA,
ROE, ex2, ex3 and BEX parameters (Table 2) can
be determined. As these parameters have a direct
impact on cash flows, the analysis of the business
processes should be subjected to exactly this group
of parameters. This mainly relates to the effective
management of payment terms; the control over
contracts with partners, customers and suppliers;
improvement and rationalization of supply chains;
effective management of procurement; coordination between the engineering, manufacturing and
technical support processes; closer cooperation
between the participants in the value chain; active
management of cash and cost levels of risk and
alignment of employee remuneration in line with
performance measures (EY, 2013).
Adding the ROE, ROA and BEX parameters to this
group directly brings into relation the efficient organization of business operations with value creation. This primarily relates to the efficient management of production processes, production
equipment and business operations.
One of the ways to achieve effective monitoring of
business processes is to determine the control and
corrective measures for these indicators and take
them as benchmarks for comparison. Table 3 shows
the control and corrective measures for value creation indicators as defined in (Brlečić Valčić, 2015).
The other set of parameters TA, TL, CA, C&CE,
CL, BVE, AM, NCE, NP, TR, EBIT, EBIT2, EBITDA, IC, SP, TRNCA and NPM point to an efficient management of revenues and assets that
have direct influence on the category of profit.
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Figure 2 Weight planes for a selected group of parameters

Source: Prepared by the author (using Matlab 2010
with Neural Network Toolbox)
Although this group of parameters cannot be directly brought into relationship with cash flows,
one cannot ignore its impact in the value chain.
This applies to production and capital investment
that should be based on reserves and current prices
of oil and gas as well as the efficient prediction of
the movements in oil and gas prices in the future,
and not only in the exploration sector, but also in
all other sectors whose business operations are directly dependent on the exploration sector. Therefore, in all sectors of this industry, it is necessary
to analyse and monitor the factors that affect the
structural leverage of operations in order to achieve

a more efficient business revenue management. In
the E&P sector, this mainly refers to strategic and
operational planning, in the R&M sector to asset maintenance, effective strategies, cooperation
within the industry and shared-service organization, and in terms of OFS, to predicting demand,
supply chain planning and management (EY, 2013).
The third clustered group of parameters CR, TATR,
ex1 and CFV, sets in relation asset turnover and
liquidity coefficients with excellence measured by
the profitability of business (operating) activities
(ex1). Business profitability is the overall business
excellence in a time continuum. In addition to price
trends and risks, this group also depends on the efficient management of assets and revenues as well
as external factors such as the economic crisis, the
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Table 3 Control and corrective measures for value creation indicators
Value creation indicator

Referent
value
>0

Comparison with companies in the environment by relating FCFF to
revenues

<0

Urgent measures for improving the relations within the value chain by
questioning business processes

>0

Comparison with companies in the environment by relating working
capital to revenues

<0

Urgent measures for improving the relations within the value chain by
questioning business processes; question the non-cash working capital
which reflects the reinvestment policy

FCFF

Working capital

Changes in non-cash
working capital

ROE

ROA

increase

Causes a negative cash flow as it represents investment; comparison with
other companies in the same industry sector

decrease

Causes a positive cash flow and is built on existing investments; comparison with other companies in the same industry sector

≥ 12 %

Comparison with companies in the environment

< 12 %

Comparison of costs of capital in order to see whether the company is
creating value

≥5%

Comparison with companies in the environment

<5%

Urgent measures for improving the management in terms of a more
efficient use of assets

>4
BEX

Satisfactory levels of investment in business processes ; comparison with
similar companies in the industrial environment

2–4

Additional investment in business processes is needed

1–2

Additional investment in business processes is needed, especially in terms
of learning and growth

<1

Significant investment in business processes is needed based on detailed
analyses of all phases and factors within the value chain

≥1

The company is creating value; comparison with similar companies in the
industrial environment

<1

The company is „eating“ its own substance; analyses of the value chain are
needed as well as significant improvements in business processes

ex2

ex3

Control/corrective measure

≥ 25 %

Comparison with similar companies in the industrial environment

< 25 %

Analyses of the value chain are needed as well as significant improvements in business processes

Source: Brlečić Valčić (2015 )
unavailability of distribution channels, inflation, interest rates, foreign exchange, the local and regional
market conditions and the like. Moreover, the same
as the second group of parameters, this group cannot be directly put in relationship with the FCCF.

252

God. XXIX, BR. 1/2016. str. 241-256

UDK: 658.011.2:665.6/.7 / Review article

5. Conclusion and recommendations for future
research
The oil and gas industry is characterized by many
specificities and complexities of business operations
that directly affect its value components. Although,
because of the complexities of its business activities it is divided into five main sectors, the significant external factors influencing oil and gas prices
directly impact not only on the exploration sector,
but also all other due to their direct dependence on
this sector.
Therefore, this paper presents the most important
factors affecting the business operations of companies in the oil and gas industry in order to determine the qualitative factors that affect the value
components of these companies.
By clustering 35 selected financial parameters using
the self-organizing map neural network, the financial factors are clustered into three basic groups.
The first is directly connected to FCFF, as the most
important indicator of value creation, whereas the
other two groups did not show direct connectivity.
However, these two groups may be linked to busi-

ness operation factors, especially the organization
and management of assets and revenues, which are
also very important components in the value chain.
Such clustered groups may serve the management
of the companies involved in the oil and gas industry to improve and achieve a more efficient value
management.
Recommendations for future research includes
longer periods of time (several years), in which oil
and gas price trends are more emphasized, as well
as analysis of more participants in value creation
within the industry. This would provide a more
precise construction of such models. Moreover, a
similar analysis in other industries is also recommended.
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Sonja Brlečić Valčić

Odnos između različitih komponenti poslovne
vrijednosti u naftno-plinskoj industriji
Sažetak
Naftno-plinska industrija obilježena je mnogim kompleksnostima i specifičnostima u poslovanju. Navedeno se očituje i kod identifikacije vrijednosnih komponenti, te razumijevanja njihovoga međusobnog
odnosa. U svrhu kvalitetnoga upravljanja vrijednošću, posebno je važno pratiti kretanje bitnih financijskih
pokazatelja, kao i svih kvalitativnih čimbenika koji utječu na stvaranje financijskih rezultata. U radu je
izložena teorijska osnova kako bi se utvrdile najvažnije kvalitativne vrijednosne komponente u poduzećima
naftno-plinske industrije. Istaknute su specifičnosti svih sektora ove industrije, kako bi se mogle povezati s
bitnim financijskim čimbenicima koji utječu na stvaranje stabilnih novčanih tijekova. U tu svrhu izvršena je
i klasterizacija odabranih financijskih čimbenika pomoću samoorganizirajuće neuronske mreže. Spajanjem
identificiranih kvalitativnih vrijednosnih komponenti koje utječu na novčane tijekove i financijskih parametara preko kojih se očituju, stvara se okvir za kreiranje modela za učinkovito upravljanje vrijednošću.
Ključne riječi: naftno-plinska industrija, komponente poslovne vrijednosti, slobodni novčani tijek,
samoorganizirajuće neuronske mreže
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LIMITATIONS OF THE GDP AS A
MEASURE OF PROGRESS AND
WELL-BEING
Abstract
The subject of this paper is the gross domestic product that has become a universal measure of progress and
well-being. However, its usage for this purpose is inadequate, inappropriate and wrong since this economic
measure does not reflect anything more than productivity. Moreover, it was never designed to be more than
just a monetary measure and, besides that, it has a lot of limitations and weaknesses that are not sufficiently
presented to the general public or in academic papers. In this paper the limitations of the GDP are shown by
defining and describing its historical aspects Moreover, the SWOT analysis is used to emphasize the weaknesses and restrictions of this monetary measure. Structured critiques of the gross domestic product make
way for other measures of progress and well-being to be recognized and used in a more comprehensive way.
Keywords: GDP, GDP limitations, progress, well-being, alternative measures

1. Introduction
In today’s society, progress has become imperative
in all its spheres. Paradoxically, the real meaning
of progress is not defined, and the definition itself
certainly depends on the area and the framework in
which it is observed. Broadly defined, progress can
be defined as a desired future state in which some
positive developments are achieved. Definition of
progress has changed over time. Schepelmann et al.
(2010)1 point out that progress is not easy to define
because it is not an entirely objective concept. In
other words, in addition to hard economic indicators, to evaluate progress we also require subjective,
soft indicators, so-called alternative measures (e.g.

various indicators of well-being, happiness, human
progress, quality of life, etc., which take into account the perception of the population).
In an age of uncertainty, the global society needs a
new compass that will direct it toward real progress
because the myth of economic growth as a synonym of progress ruled for more than half a century
(Abdallah et al., 2009) 2. In economics, the GDP has
long been used as a general indicator of progress,
and is already, by inertia, taken as a measure of progress, prosperity and even well-being. Michaelson
et al. (2009)3 point out that modern society is or-
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ganized around a model of development whereby
increased economic output directly improves the
well-being, reflected in higher living standards and
a better quality of life in society. Monitoring and
increasing tendency of economic output (usually
measured by the GDP) over time, however, proved
as an inadequate method of progress evaluation as
can be witnessed by the recent big financial crisis.
Maxton (2011) somewhat provocatively calls for a
rethinking of the concept of progress that is necessary because of economic ideas and behaviour in
the last few decades. The author points out that in
the last few hundred years business and economics
have not faced real progress at all, because progress
is expressed exclusively through objective indicators (and their material nature, for example, shopping and consumption) on the basis of which progress cannot be fully quantified. In modern times
society is characterized by growth obsession that is
often seen in the context of exclusive increasing of
economic wealth.
Namely, economic growth and the overall output
of the economy are usually quantified by monetary
measures (of which the most widely used and publicly mentioned is the GDP). Media and everyday
practice in the public show that time, the GDP,
progress and even well-being become synonyms in
time. The GDP is also frequently used in comparative analyses of welfare and as an indicator of living
standards. In this paper, by giving the historical perspective and definition and by analysing the GDP
methodology, it is shown why such practice is not
valid. Moreover, the GDP as a measure of economic
growth is analysed by using the SWOT framework
with the focus on its limitations.

2. The GDP as an economic measure
2.1 Historical aspects of the GDP
With the aim of monitoring the economic activities that take place within the country, national accounts are used. They can give a good overall picture of a given state and its overall activities, usually
publicly presented with statistical tables and graphs.
The first estimates of national accounts in the western world were made in England in 1665 by Thomas
Petty, whose main objective was to assess the tax
capacity of a country. These original concepts were
further developed with the guidance of the ‘father’
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of economics Adam Smith, and after a gap of almost
a century, again significantly revised by Alfred Marshall in the early 20th century (McNeill, 1999).
With regard to the formation of the national accounts, Cobb et al. (1995) report that in 1931 a
group of experts was invited to respond to the current issues of the economy but they were unable to
do so because the most recent data were for 1929.
The Senate in 1932 asked the Commerce Department to prepare a comprehensive assessment of
national income; a unique set of national accounts
was made by a young economist Simon Kuznets.
This became the prototype of what is nowadays
called the GDP and is used as a de facto measure of
success. Dasgupta (2009) points out that the country’s GDP is the most commonly used indicator of
national accounts designed to measure the value
of production. The GDP lies on top of the System
of National Accounts (SNA) and its defined and
standardized methodology enables international
comparison anywhere in the world (Wesselink et
al., 2007).
The first official release of GDP data was published
in the United States in 1942, motivated by the rapid
need of the assessments and increase of manufacturing capabilities in the post-war economy. By this
time, the main idea was the maximization of war
production. The GDP was thus created in the wake
of the Great Depression and World War II for the
decision-makers to have at their disposal a measure
of economic performance and activity and, actually,
the historical circumstances have boosted the emergence and importance of specific economic measures (Haque, 2004). Certainly, the emergence of the
GDP was a huge step at the time, which later proved
to be very useful and successful since the GDP (with
certain changes and modifications) ‘has lasted’ for
80 years. However, Michaelson et al. (2009)4 emphasize that the GDP quickly grew into a measure
of national success because after World War II, the
total production had become firmly entrenched as a
key sign of the overall success of a country and was
widely interpreted as a substitute for the progress of
society, with devastating consequences for the people and the planet.
Today’s widely used methodology of the GDP was
prepared by the United Nations and was suggested
by the SNA. The purpose and objective of the SNA
is to provide comprehensive conceptual and accounting framework for the analysis and assessment
of economic performance. The SNA consists of a
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coherent, consistent and integrated set of macroeconomic accounts, annual accounts (balance sheet)
and tables, based on the internationally accepted
and agreed concepts, definitions, classifications and
accounting rules.
The SNA has its origin in 1947 when the United
Nations Statistical Commission (UNSC) expressed
and emphasized the need for international statistical standards to serve the development and updating of comparable statistics. The SNA was finally
first issued in 1953, encompassing a detailed explanation of the methodology and terminology, and
developed standardized tables for presenting the
data. Throughout the history of the UNSC several
national accounting standards were produced. The
SNA of 1953 had two audits in 1960 and 1964. In
1968 the new SNA was prepared, which further developed and expanded the existing system primary
by adding also the input-output accounts and balance sheet, focusing on the evaluation of constant
prices and trying to approach the SNA and the
Material Product System. This convergence was
achieved by clarifying and defining the conceptual
differences and expanding the definition with the
aim of achieving comparability.
A new SNA was adopted and jointly published in
1993 by five organizations: the Statistical Office of
the European Communities (Eurostat), the International Monetary Fund (IMF), the Organisation for
Economic Co-operation and Development (OECD),
the United Nations Statistics Division (UNSD) and
the Regional Commissions of the UN and the World
Bank. During the development of the SNA in 1993
they took into account the new features of the market economy. Release of the SNA 2008 from 2009,
which represents an updated and revised version of
the SNA in 1993, is characterized by issues related
to changes in the economic environment, advances
in methodological research and the release is more
adapted to the needs of users (SNA, 2009, pp. xivii)5.
The Council of the European Union, together with
Eurostat, modulated and adjusted the standard
methodology of the 1993 SNA for the purposes of
statistical offices in the European Union (EU), creating a European System of National and Regional
Accounts (ESA). The ESA is compatible with the
SNA and enables description of the total output of
the region, country or group of countries, the different components of output and enables the evaluation and comparison with other economies. This
is why the ESA serves as the central framework of

reference for the social and economic statistics of
the EU and its Member States. In the continuation
of the paper, the definition and methodology of the
GDP as the most important indicator derived from
the national accounts is presented, accompanied by
analysis of the GDP with focus on its limitations.

2.2 Definition ad methodology of the GDP
Using the definition given in the 2008 SNA (SNA
2009)6, the GDP is the total market value of all final
goods and services produced in the country (within
the geographical boundaries) in a given period of
time. Mankiw and Tayor (2006) use an almost identical definition. Schepelmann et al. (2010)7 give detailed explanation of three GDP words: gross - the
impairment of the value of capital used in production of goods and services is not taken away from
the total value of GDP, domestic - only applies to
activities in the domestic economy regardless of
ownership, product - refers to what is produced, i.e.
goods and services are treated as an output of the
economy. The authors also point out that the GDP
could be seen as the link of three sides of economy:
demand, production and income (Figure 1).
Figure 1 GDP as the crossing point of three sides
of the economy

Source: Schepelmann et al. (2010: 14)
These crossing points of the economy can be easily
converted into three different and to all economists
well-known measurement approaches, i.e. the calculation of GDP: 1. expenditure approach, 2. production approach, 3. income approach.
According to the approach of spending (expenditure method), the GDP is the sum of the final spending, i.e. a measure of the total value of personal, investment and government spending, plus the value
of exports minus the value of imports. The above
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approach is often shown in the formula GDP = C +
I + G + (X - M), given that C is consumption, I investment, G government spending, X export, and M
import. Another approach, the approach of output
or production method measures the value added
that every sector of the economy contributes to the
final output; the GDP is the sum of market value
reported final production which have made local
businesses during an accounting period (usually
one year). Finally, access of income (income method) adds the benefits of productive factors received
by different people and institutions. The GDP is the
sum of wages and salaries, other production taxes
and gross operating surplus.
Regardless of the method used for the calculation of
the GDP, the calculation should always result in the
same number as the above three methods are equivalent: total value added of the manufacturing process is equal to the sum of income generated, which
is in turn equal to the total expenditure. Thereby,
the GDP measures both: the total income and total
spending because those within the state have to be
the same.
It is worth noting that the GDP represents the monetary value of all final goods and services produced
in the economy, which is calculated by multiplying
the value of each product and service with their
prices. Therefore, although the GDP is measured in
monetary units, its value reflects a combination of
real and monetary values. Changes in the level of
the GDP can therefore be caused by the real change
in volume (products and/or services) or by changes
in their prices. That should certainly be taken into
account when analysing the change in the size of
the GDP within a specified period. In addition, the
GDP can be expressed either in the present, market prices (nominal GDP) or constant prices (real
GDP), and their ratio is known as the GDP deflator. Given that the real GDP measures the output
of the economy adjusted for inflation, it enables
the creation of a precise and accurate picture of the
functioning of the macro-economy and represents a
basic standard of measuring economic activity.
As shown, the GDP is oriented towards production
measurement (not taking into account intermediate transactions), taking into account the stronger
measure of economic activity based on transactions
(not evaluating air pollution, drinking water, natural resources, volunteering, work at home, etc.). As
such, the concept of the GDP is often faced with
many problems and limitations (shown in the next
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section), especially if it is interpreted in the context
of measuring total progress, well-being and sustainable economic development. The GDP is often interpreted as a measure of well-being, a purpose for
which it was not intended and for which it was never designed (Bergheim and Schneider, 20068, Bleys,
2005 Canoy and Lerais, 2007).

3. Analysis of the GDP with focus on
limitations and weaknesses
The GDP is nowadays faced with many critiques,
limitations in its application and shortcomings in
the broader sense. Shortly after its creation, its usage and interpretation in the context of measure of
development and prosperity, as well as its exclusive
focus aimed at producing, was criticized by many
famous economists such as Nobel Prize winners
Kenneth Arrow, Simon Kuznets, Daniel Kahneman, Robert Solow, Joseph Stiglitz, Amartya Sen
and Muhammad Yunus (Wesselink et al., 2007).
Even Simon Kuznets, one of the main pioneers of
the GDP, was aware of how the welfare of the country can hardly be judged based on the measures of
national income: one should pay attention to the
difference between quantitative and qualitative
growth, between costs and income, and between a
short and long period of time; aims for more growth
should specify more growth of what and for whom
(Kuznets, 1962).
During his keynote speech in 1968, US Congressman Robert F. Kennedy expressed his doubts about
the GDP as the only measure of development by
noting that too much and for too long, we seemed
to have surrendered personal excellence and community values in the mere purpose of accumulating
material goods. Our gross domestic product is high,
but there is much that it does not cover. It does not
include the health of our families and children, the
quality of their education or the pleasure of playing or the safety of our streets. It does not include
the beauty of our poetry or the strength of our marriages, the intelligence of our public diplomacy and
integrity of our officials. The GDP measures neither our intellect nor our courage, neither wisdom,
knowledge, nor our compassion or dedication to
the country.9 In short, Kennedy concluded that it
measures everything except that which actually has
real meaning in lives.
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Figure 2 GDP per person against life expectancy (years at birth) (UNDP, 2009)

Source: WWF, Living Planet Report (2010: 75)
Even in the source point of the GDP, the SNA 2008,
it is clearly stated that the GDP is often interpreted
as a measure of well-being and that the SNA does
not stand behind this view (SNA, 2009)10. The SNA
also points out the shortcomings of the GDP (i.e.
the national accounts) in the context of well-being
measurement.
The big questions are whether the GDP really represents a good measure of the living standard (Stiglitz,
2009)11, what really lies behind the GDP numbers
and do the people interpret them in the right way.
For politicians, the historic Olympic feat of the GDP
(faster, higher, stronger) testifies to the ever increasing economic wealth that they will be glad to share
with their environment (Islam and Clarke, 2002). If
people spend more money, thus increase the GDP,
can it be assumed that this transaction increases
the total or subjective well-being, that is, do people
really feel the improvement? Although the material well-being (measured by the GDP) represents
a potential and an economic base for the development of society, the goal of every state should be the

maximization of well-being of citizens, which leads
to the overall progress, rather than maximization of
pure material well-being.
Recent empirical research and studies (e.g. Bleys,
2005, Goossens et al., 200712, Stiglitz et al., 200913,
Scheplemann et al., 2010) show that the monetary
measures should not be the ultimate in measuring
progress due to the weakness and limitation of access and methodology, calculation and monitoring,
because they are too simplistic and do not cover all
aspects of human life. In other words, it cannot be
assumed that the monetary transactions increase
well-being, i.e. that things are generally improving
and progressing only because more money is being
spent.
Although incomes are an important component of
development, they are not the only one: the wellbeing also includes social and personal elements
which together extend the capabilities available for
people to live the life they want and consider to be
worth living. Furthermore, after a certain level of
income, a large number of soft and hard data of the
human well-being, such as life expectancy at birth,
cannot be increased with further increase in per
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capita income (WWF, 2010, Figure 2)14.
On the other hand, the economy has to be more
than just the production and consumption of things;
higher goals and better ways of measuring country performance are necessary (Cobb et al., 1995).
Moreover, the GDP does not measure directly what
makes life valuable, but the ability to obtain inputs
(Mankiw and Taylor, 2006).
While the GDP is the widely used and accepted
measure of growth, it is often used in an inappropriate manner, partially purposely, partially because
of the lack of knowledge of those who use it. Hence
Goldsmith (2009) interpreted the English expression GDP as a grossly distorted picture. Before using and interpreting the GDP numbers to create the
policy of a state, region or company, you must be
familiar with all the advantages and disadvantages
of this widely used measure of economic output.
Based on these assumptions, the following chapters of this paper analyse the GDP through SWOT
analysis based on weaknesses and limitations of the
GDP as a universal measure of progress.

3.1 GDP limitations and critiques - the SWOT
analysis
SWOT analysis is a tool often used in strategic planning and analysis with the strengths, weaknesses,
opportunities and threats as the main components
used to analyse the competitive situation and the
position of the observed company, city, region,
country, specific indicators or systems (e.g. educational, scientific, etc.). The limiting factor of the
SWOT analysis lies in the potentially subjective assessment and evaluation of observed elements. The
justification for the SWOT method selection for
the GDP analysis was confirmed by Schepelmann
et al. (2010)15; they used the same methodological
framework for each of the selected indicators that
go beyond the GDP. However, that publication
does not assess GDP for its internal strengths and
weaknesses and external opportunities and threats.
The SWOT analysis of the GDP is presented below
(summarized in Table 1 after which all of the items
are explained in detail). The initials of the analysis
have the following meanings: strength - attributes
of the GDP that contribute to its continued use as
an indicator; weaknesses – attributes of the GDP
speaking against its use as an indicator of progress;
opportunities - external conditions that may contribute to the use of the GDP; threats - external conditions that ‘damage’ the GDP and its usage.

Table 1 SWOT analyses of the GDP as a measure of progress
Strengths
•
•
•
•
•

Weaknesses

simple and universal
used in economic policy for a long period of time
comparable in terms of time
comparable in terms of scope
positively correlates with some alternative measures

• already recognized by the SNA (e.g. the impact of
externalities, external events, non-economic effects
etc.)
• uncovered items (e.g. the black economy, leisure,
human freedom etc.)
• questionable covered items (e.g. depreciation, income
for foreigners etc.)
• methodological problems of calculations (e.g. the
invisible structure, distribution of income, health
conditions, etc.)

Opportunities
• indicators adjusting the GDP
• Satellite Accounts SNA
• favour of the relevant institutions

Threats
• the growing costs of economic growth
• new measures that include sustainability

Source: Author
262

God. XXIX, BR. 1/2016. str. 257-272

UDK: 330.55 / Review article

Strengths
Historically, the GDP is the most commonly used
indicator of economic activity because of certain
qualities that enabled it to survive for so long. The
great advantage of the GDP is reflected in the fact
that it was the first measure of economic performance and activity. Convenient historical circumstances and reasons created and encouraged the
emergence of the GDP (as explained above). Its
specific development made it very unique: it combines simplicity, linearity and universality and has
a crucial role in macroeconomic policy (monetary
as well as fiscal) and decision making (Schepelmann
et al., 2010)16. As such, the GDP is a valuable and
important economic indicator, which plays an important role in designing economic policy, which
represents its main strength. In addition, the GDP
also allows comparability. The GDP is positively
correlated with some of the alternative measures.
Weaknesses
Several problems exist in the definition of the GDP
and what it measures. The literature reports the discussion of the limitations and criticisms of the GDP
as a measure of well-being. Some authors emphasize issues related to the environment (e.g. Dasgupta, 2009, Coyle, 2014), some mention incorporated
or unincorporated activities (e.g. Schepelmann
et al., 201017, Coneciao and Bandura, 2008, Case
and Fair, 2007, Bergheim and Schneider, 200618,
Braguinsky, 200519, Doepke, 200320, Darmstadter,
2000, Cobb et al., 1995, Matthews, 1984), some
question the methodology itself (e.g. Landefeld et
al., 2010, Albu, 2008, Boarini et al., 2006, Van den
Bergh, 2007, Stiglitz, 200921, Haque, 2004, Islam and
Clarke, 2002, McNeill, 1999, Bannock, 1975, etc.).
All these disadvantages are interconnected and can
therefore sometimes be difficult to separate. For the
purpose of this paper, the GDP weaknesses are divided into two groups: A) the weaknesses identified
by the SNA itself (further divided into six categories) and B) other weaknesses to be found in the literature (further divided into three categories).
A) The SNA is also aware of some shortcomings involved in measures of national accounts
from the perspective of measuring well-being.
In the 2008 SNA it is clearly stated: the GDP is
often used as a measure of well-being, but the
SNA does not claim that this is true, and there

are several conventions in the SNA that speak
against the interpretation of these accounts in
terms of well-being (SNA, 2009)22. This primarily refers to the 6 categories explained below.
1. Qualifications to treating expenditure as a welfare
measure
In a market economy, the prices used to value different goods and services should reflect not only
their relative costs of production, but also the relative benefits or utilities to be derived from using
them for production or consumption. This establishes the link between changes in aggregate production and consumption and changes in welfare.
However, changes in the volume of consumption,
for example, are not the same as changes in welfare. It is widely accepted that, other things being
equal, increased expenditure on goods and services leads to increased welfare. The increase in
welfare may not, however, be proportionate to the
increase in expenditure. Nor is the unit incurring
the expenditure necessarily the one that benefits
from an increase in welfare. The SNA makes a
distinction between actual consumption, showing the amount of goods and services actually
consumed, and consumption expenditure.
2. Unpaid services and welfare
The services produced and consumed by households are not included in the SNA except for the
imputed rental of owner-occupied dwellings and
the payments made to domestic staff. Similarly,
no estimate is included in the SNA for the labour
services of individuals provided without cost to
non-profit institutions. In both these cases, the
contribution of time increases the welfare of other individuals in the community.
3. The impact of external events on welfare
The level of an individual’s and a nation’s welfare
may be affected by a wide range of factors that
are not economic in origin. Consider the effects
of an exceptionally severe winter combined with
an influenza epidemic. Other things being equal,
the production and consumption of a number of
goods and services may be expected to rise in response to extra demands created by the cold and
the epidemic; the production and consumption
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of fuels, clothing and medical services will tend
to increase. As compared with the previous year,
people may consider themselves to be worse off
overall because of the exceptionally bad weather
and the epidemic, notwithstanding the fact that
production and consumption may have increased
in response to the additional demand for heating
and health services. Total welfare could fall even
though the GDP could increase in volume terms.
4. The impact of externalities on welfare
Some production activities cause a loss in welfare that is not captured in the SNA. A factory,
for example, may generate noise and emit pollutants into the air or nearby water systems to
the extent of causing a loss of amenity and thus
a loss of welfare to individuals living nearby. As
long as there is no financial penalty to the factory,
the consequences go unmeasured in the SNA. If,
in response to government legislation or otherwise, the factory incurs expenditures that reduce
the noise or quantity of pollutants emitted, costs
will rise and so will welfare, but again the match is
not necessarily one to one and the level of welfare
after the ameliorations may still be lower than it
might be if the factory simply closed down.
5. Non-economic impacts on welfare
An individual’s state of well-being, or welfare, is
not determined by economic factors alone but
by personal and family circumstances, quality of
health, satisfaction, etc. It is difficult to imagine
an objective way in which factors such as these
could be quantified and more difficult to imagine
the usefulness of including them in a system designed primarily to facilitate economic analysis.
6. Welfare indicators and macroeconomic aggregates
Welfare is a wide-ranging concept with many different facets: some of these may be captured reasonably well by one or more of the key aggregates
of the SNA, others may be captured by using the
basic structure of the SNA and expanding it in
certain directions. Yet other aspects are likely to
remain forever outside the reach of a system not
designed with the measurement of welfare as a
prime consideration.
264

B) In addition to the weaknesses identified and already ‘recognized’ by the SNA, in the literature
one can find other limitations of the GDP, which
confirm that it is not a good measure of wellbeing. These limitations will be discussed below,
grouped into three categories that, to some extent, intertwine.
1. Not covered items
Here, among other things, it is important to emphasize the following concepts: black economy,
black marketing, leisure, human freedom, type of
employment, quality of products, etc.
The GDP underestimates the true living standards due to the existence of the black economy
(also called grey economy, shadow economy, informal economy, the underground economy),
which includes the economic activities that take
place unrecorded (Matthews, 1984). The above
is related to unregistered legal transactions that
go beyond the market (to avoid paying taxes), but
also illegal, prohibited transactions (e.g. sale of
weapons, prostitution, smuggling, etc.); none of
these is included in the statistics of GDP (see also
Braguinsky, 200523, Doepke, 200324).
The GDP also does not take into account the
earnings generated through black marketing that
is rapidly evolving, which is why it is often called
parallel economy (economic activity that leads to
growth, but is not registered). The GDP measures
only goods and services that are bought or sold; if
the products and/or services are exchanged with
neighbours, friends, family and the like, they are
not included in the GDP (Doepke, 2003)25. Leisure and family time is also not taken into account (Cobb et al., 1995).
From the health perspective, we can certainly say
that leisure contributes to the well-being of people; yet, from the perspective of the GDP there
are clear ‘opportunity costs’ of free time. Calculation of the GDP also does not take into account
how hard people work to produce a specific output. Moreover, most of the tasks today are safer
and less physically strenuous than in the past, but
the GDP does not take that into account. Even
the changes in the quality of the product are not
measured; for example, even though computers
have become much better, faster and more efficient, they are still counted as the same prod-
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ucts, which is why economic growth is often underestimated (Doepke, 2003)26. Human freedom
is also an important concept that is vital for the
well-being, but it is difficult to express in monetary terms that are the essential aim of using the
GDP to measure well-being (Islam and Clarke,
2002). Wen et al. (2007) grouped items that are
not included in the GDP into three categories:
economic (e.g. coefficient of income distribution,
etc.), social (the cost of crime, the cost of car accidents, the value of volunteering, etc.) and ecological (cost of air pollution, water, forests, etc.).
2. Questionably covered items
If someone in the company wants to spend
money to repair the machine that is broken or
just for some reason no longer suitable for use,
the money spent for such expenditure will in the
company be shown as an expense, rather than as
revenue. The problem with the GDP is that there
is no such difference. It includes many items that
do not contribute to the well-being: depreciation,
income for foreigners, etc. (Bergheim and Schneider, 2006)27. The GDP does not indicate the
conditions of life in which people live and how
economic activity is reflected in their living conditions. The value of the GDP can grow if, for
example, natural resources are used more aggressively. In a situation of non-renewable or slowly
renewable resources, such growth is generated to
the detriment and expense of future growth. The
GDP includes the replacement of the amortized/
underestimated capital: it is a ‘gross’ concept.
However, the depreciation will not contribute
to the well-being and the replacement of the old
capital of economy actually returned to the same
place (Bergheim, 2006) unless the capital is replaced with better and more innovative one.
A large number of GDP critics are associated with
environmental issues (depletion of natural resources and damage to the environment) that justify the need for satellite accounts. Initiatives in
the area are commonly referred to as greening the
GDP. This kind of criticism is more than justified:
the more countries exhaust their natural resources, the more the GDP increases, but the welfare
is certainly not growing. According to McNeill
(1999), this occurs for two reasons. Firstly, whenever you do harm to the environment (e.g. oil
spills, contamination of waterways), financial re-

sources used in the campaign to resolve the consequences of the pollution will pass through the
market system. Labour, machinery and raw materials required in this process will be registered as
an economic activity and will therefore increase
the GDP. Secondly, the GDP does not take into
account when stocks of natural capital (such as
forests or fish in the sea) decrease. Activities for
which there is a decrease in natural capital (such
as logging or hunting fish) are recorded in the
GDP because these products are sold in the market at a certain price; the GDP will rise even if the
stocks of natural capital decrease (to the point of
complete exhaustion of natural resources).
3. Methodological problems of calculation
This category primarily relates to the following
weaknesses: delay in reporting, invisible structure, government spending, perfect competition,
distribution of income, health conditions, interstate comparisons, the issue of the environment,
the ratio of short-term vs. long-term development and others. The problems caused by the
above deficiencies in the calculation of the GDP
are explained below.
The GDP is facing delays in reporting; considering that the collection of data on transactions
included in the calculation of the GDP in any
country is a time demanding process, the data
are evaluated only on a quarterly basis. For this
reason, additional variables are required to determine monthly chronology in order to obtain
short-term forecast of economic activity at the
national level (Albu, 2008).
Furthermore, data on the GDP itself have an invisible structure: they do not indicate the structure of output which can often be crucial for
analysts and subjects of macroeconomic policy.
For example, the increase in the GDP is not necessarily the result of an increase in productive
investment and better export performance but
of the increase of unproductive private and/or
government spending. Similarly, the reduction in
the GDP does not always mean a worse economic
situation, but can sometimes be the result of positive innovation caused by restructuring and modernizing the economy, which will, in the future,
enable the creation of a larger output (Borozan,
2006).
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The GDP highlights the average income, which
may not correspond to the actual income of any
particular or specific population group. Average
income gives no indication of the distribution of
income among citizens (not taking into account
how the output produced is distributed in a given
period - how much went to the rich, and how
much to the poor people).
It is particularly challenging and difficult to measure government spending in the national accounts
as public services are often provided for free (or
at a reduced price) and directly to users; government spending cannot be evaluated using prices
that reflect the marginal benefit to the consumer.
As a result, the valuation of the output of public
services in current prices is based on the values of
inputs, i.e. equalizing the government spending
with a total cost of production. The above has implications for the measurement of the total GDP
and determination of the extent to which it can
be used as an assessment of well-being (Boarini
et al., 2006).
Changes in the health conditions of society are
only reflected in the GDP in the extent to which
they increase the cost of the health care system.
In this sense, a more expensive health care system increases the GDP, though the foundation
of the growth of these costs may be the use of
advanced techniques, increasing life expectancy
and the like. The costs and benefits in these cases
again are not easy to identify (Schepelmann et al.,
2010)28.
In order to compare living standards between
countries, the basic GDP figures should be adjusted because of the different exchange rates
and relative price levels in the two countries.
Otherwise, it would seem that the poor countries
always lose (in terms of issues of convergence).
However, it should be remembered that the cost
of living in poor countries is lower than in rich
countries. To correct this difference, it is necessary to use purchasing power parity (PPP) as an
exchange rate that makes the cost of living in different countries comparable (Gould and Ruffin,
1993). Schepelmann et al. (2010)29 define the PPP
as a set of comparable products from countries
that examines how many units of the domestic
currency in relation to foreign currency (usually
USD or euro) should be set aside for the purchase
of a particular product in another country. When
the GDP is adjusted to the recalculated exchange
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rates, the authors added that it becomes an effective customized mirror of real purchasing power
and living standards.
Within this methodological GDP issues category it is important to point out that it is possible
that the productivity of the country is growing,
but also decreasing during the period in which
the GDP grows. The problem is that no one will
notice a reduction in productivity, as long as attention is focused solely on the GDP. Moreover,
if productivity continues to decline, economic
growth will stop and get the opposite sign: the
standard of living will decline. Thus, the growth
of the GDP per capita can encourage people to
think that everything is fine, despite the fact that
it is not (Dasgupta, 2009).
Another recent concern about the adequacy of
national accounts stems from the understanding of the different impacts of recession among
households, industries and regions of the country. Concerns also occur in terms of failure of
the national accounts for the corresponding
warning about imbalances that developed in the
household sector and financial markets (Landefeld et al., 2010). The GDP does not distinguish
between the costs and benefits of productive and
destructive activities, sustainable and unsustainable practices and procedures. The GDP focuses
on short-term (current) economic activity, and
not the long-term aspects of sustainable development, such as growth of natural, economic
and human resources that are important from
a long-term perspective (Van den Bergh, 2007).
All of the limitations of the GDP are important
and absolutely correct; what is wrong, according
to McNeill (1999), is that the analysis of these restrictions does not go far enough.
Opportunities
The GDP has a lot of disadvantages if it is seen as
an indicator of progress and prosperity. However,
the above limitations may be the starting point of
changes, i.e. they can be turned into opportunities
that will allow the GDP to retain its role of a leading
economic measure. Seen by conventional means,
opportunities for the GDP that come from the environment are the new indicators that use the GDP
as its basis, and are usually called indicators that
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adjust the GDP (e.g. Genuine Progress Indicator).
These alternative indicators, which use the GDP in
the calculation, often show different results measuring the progress than the GDP itself. However, the
last efforts of expanding the conventional GDP have
run into problems of subjectivity and uncertainty
inherent in the measurement of health, happiness
and the environment (Landefeld et al., 2010). Critics
fear that the inclusion of the uncertain and subjective value in the GDP seriously reduces the key role
of national accounts in the measurement and management of market economy.
Environmental externalities are the main cause of
concern from a dual perspective: the measurement
of well-being and the economic growth. In response
to these problems, satellite accounts by the SNA
have been developed. Satellite accounts are closely
linked with the main SNA, but do not necessarily
use the same concepts and are not necessarily limited to information expressed in monetary terms.
Satellite accounts are intended for specific purposes, such as monitoring the health of the community
or the state of the environment. They can also be
used to research new methodologies and new accounting procedures that, when fully developed and
accepted, can become part of the main SNA over
time (SNA 2008, 2009)30.
An additional opportunity for the GDP is the obvious inclination of major institutions (such as the European Council) to keep it as the main measure of
progress of society. Everything is calculated through
and with the help of the GDP. Schepelmann et al.
(2010)31 argue that the modern economic policy
and decision-making processes (in the EU, at the
national and regional level) are therefore heavily
dependent on GDP growth: the EU regional policy
is to use the level of the GDP in determining the
threshold acceptability levels for EU funding, government debt and deficit are calculated as a percentage of the GDP, and so on. In fact, given these
reasons and their interdependence, completely
abandoning the GDP could cause serious problems
and even conflicts.
Threats
Economic well-being is not the guarantor of human happiness or, in itself, a reliable key to human
well-being (Darmstadter, 2000), but it is often interpreted in this context. Citizens generally feel better if they are materially richer, but well-being also

depends on the type of goods that are consumed,
the amount of free time that is available to individuals, relationships with family and friends, the state
of preservation of the environment that surrounds
them, and so on. Nowadays many people feel that
their well-being is undermined by too much pressure of work, unemployment, problems in the family, pollution and climate change. For these reasons
the decision-makers should be interested in statistics that take into account the resolution of those
issues, rather than purely economic, monetary indicators like the GDP. In addition, there remains the
question if the GDP, out of all data that can be obtained from the SNA, is best suited to measure the
total value of economic resources that influence the
well-being (Boarini et al., 2006).
From a competitive perspective, the threat to the
GDP is the emergence of new measures that include the aspect of sustainability. Thus, the external
threats to the GDP are all new indicators that aim
to replace the GDP. The question remains how big
the interest of the public and the media should be
for this, in a way, revolutionary move to measure
progress qualitatively, in terms of welfare and sustainability. Or, to go a step back, economists should
be the main generators of new measures to promote
the progress and presentation of existing shortcomings of the GDP to the general public.

4. Conclusion
Progress of the society should be valued through
the quality of life improvement, not on GDP figures alone. Therefore, it might be useful to see it as
a construct consisting of two dimensions: objective
and subjective (Frajman Ivković, 2012). The fact
that argues for the necessity of coordinated monitoring of objective and subjective indicators is that
despite the economic growth in the last 50 years,
people have not become happier and more satisfied than they were 20 or 40 years ago (Clark et al.,
2008) when there were no big TV screens, Internet and PlayStations. Questionable thus becomes
the assumption of traditional economics, which
is that all people strive to maximize utility, with
higher income available and greater opportunities
for consumption. Research (like Easterlin, 1974)
shows that the size of the GDP does not determine
the amount of happiness and well-being in society.
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There is obviously something else in addition to the
GDP to what one should pay particular attention in
policy-making and policy implications, especially if
the primary concern is the welfare of society over a
long period of time.
Conventional practice has until recently been to
judge the well-being solely on the basis of GDP data.
As shown in this paper, the GDP has a number of
weaknesses. The consequences of improper use of
the GDP and its interpretation as an indicator of
well-being, i.e. the absence of measures of the actual progress of society are huge, especially if one

268

takes into account the powerful impact the figures
of the GDP have on the functioning and direction
of the economy as a whole (e.g. the public debt, the
available funds of the European Union, the development of regions within the country, etc.) and
decision-making at all levels. The GDP is therefore
only one of the economic measures that objectively
show the situation in the country. The number of
alternative measures of economic development that
indicate varying degrees of social development is
increasing, but they are still insufficiently accepted
in public policy.
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Ograničenja BDP-a kao mjere progresa
i blagostanja
Sažetak
Predmet ovog rada je bruto domaći proizvod koji je postao univerzalna mjera napretka i blagostanja.
Međutim, njegova upotreba za tu svrhu je neprimjerena i pogrešna, jer on kao ekonomska mjera, odražava
isključivo produktivnost. Nadalje, BDP nije ni osmišljen za nešto više od monetarne mjere, a osim toga, ima
puno ograničenja i slabosti koje nisu u dovoljnoj mjeri predstavljene široj javnosti, kao ni u znanstvenim
radovima. U ovome radu, navedeno je prikazano definiranjem BDP-a i njegovim povijesnim gledištima.
Osim toga, korištena je SWOT analiza za isticanje slabosti i ograničenja ove monetarne mjere. Strukturirane kritike bruto domaćega proizvoda daju prostor drugim mjerama napretka i blagostanja koje se mogu
koristiti na sveobuhvatniji način.
Ključne riječi: BDP, ograničenja BDP-a, napredak, blagostanje, alternativne mjere
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OTVORENJE AKADEMIJE
REGIONALNOGA RAZVOJA I
FONDOVA EUROPSKE UNIJE NA
EFOS-U
Svečano otvorenje projekta „Akademija regionalnoga razvoja i fondova Europske unije“ održalo
se 24. veljače 2016. na Ekonomskome fakultetu u
Osijeku u organizaciji Ministarstva regionalnoga
razvoja i fondova Europske unije uz partnerstvo
Ekonomskoga fakulteta u Osijeku. Među brojnim
visokim uzvanicima bili su: ministar Tomislav
Tolušić, voditeljica projekta Ana Odak, predsjednik uprave Regionalne razvojne agencije Stjepan
Ribić, župan Osječko-baranjske županije Vladimir
Šišljagić, dožupan Osječko-baranjske županije Dragan Vulin, dogradonačelnik grada Osijeka Vladimir
Ham, prorektor Sveučilišta Josipa Jurja Strossmayera u Osijeku Mario Vinković, dekan Ekonomskoga
fakulteta u Osijeku Vladimir Cini te brojni drugi
gosti. Cjelokupan program vodila je i moderirala
docentica Anita Frajman Ivković s Ekonomskoga
fakulteta u Osijeku. Predstavljanju projekta prisustvovalo je nešto više od 250 studenata i drugih uzvanika koji su potpuno ispunili Aulu glagoljice na
Ekonomskome fakultetu u Osijeku.
Tijekom uvodnih govora naglašena je važnost EU
fondova za razvoj regionalne i lokalne samouprave. Tom prilikom, ministar Tomislav Tolušić,
naglasio je da Slavonija i Baranja imaju ogroman
ulagački potencijal i da upravo EU fondovi mogu biti
generator razvoja i novih ulaganja. Voditeljica projekta „Akademija regionalnog razvoja i fondova Eu-

ropske unije“ Ana Odak, predstavila je dosadašnje
korake koji su obavljeni u sklopu projekta, ali i najavila planove za daljnje aktivnosti na projektu u
kojem će tijekom 2016. godine sudjelovati čak 33
studentske organizacije i neformalne skupine.
Nastavak programa donio je panel raspravu
„Mogućnosti za mlade iz EU fondova“. Prvi panelist, Goran Becker, član Uprave HAMAG-BICRO,
prezentirao je „Mogućnosti za razvojna poduzeća
(start up-ove) iz strukturnih fondova“ u kojem je
naglasio potrebu za ovakvim načinom financiranja
razvojnih poduzeća (start up-ova) upravo zbog
činjenice da brojna razvojna poduzeća (start up-ove)
prilikom pokretanja najviše brinu financije. Sljedeći
panelist, Filip Gašparović, voditelj Odjela za koordinaciju i osiguranje kvalitete programa Erasmus+ pri
Agenciji za mobilnost i programe EU-a, prezentirao
je „Program Erasmus plus“ naglasivši da se projekt
uspješno provodi u cijeloj zemlji, ali također da su
pojedina sveučilišta uspješnija od drugih po pitanjima dolazne i odlazne mobilnosti. Tajana Kesić
Škabić, direktorica Sektora za industriju pri Hrvatskoj gospodarskoj komori, predstavila je „Program Erasmus za poduzetnike.“ Naglasila je da programom poduzetnici mogu dobiti plaćeni boravak i
radno iskustvo u inozemstvu prije započinjanja vlastitoga posla što uvelike doprinosi kasnijem djelovanju u poduzetničkome svijetu. Također, poduzetnici
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kroz program mogu stvoriti mrežu kontakata koji
će im koristiti pri poslovanju prilikom povratka u
zemlju. Sljedeći panelist, Ante Džapo, voditelj odjela u Ministarstvu rada i mirovinskog sustava, predstavio je „Garanciju za mlade“, program namijenjen
mladima koji u kratkom vremenskom razdoblju od
završetka sveučilišnoga programa mogu dobiti zaposlenje, prekvalifikaciju ili stručnu praksu. Bitno je
napomenuti da program funkcionira u cijeloj zemlji, a provodi ga Hrvatski zavod za zapošljavanje.
Panelistica iz Poduzetničkoga inkubatora BIOS,
Jelena Simunić Iljkov, koordinatorica projekata,
predstavila je rad i napredak Poduzetničkog inkubatora BIOS od njegovih početaka, pa sve do danas. Tom prilikom je iznijela zanimljive činjenice o
višestrukom povećanju kapaciteta i činjenici da je
inkubator financiran od EU fondova. Zadnja panelistica, Ariana Vela, konzultantica za EU projekta

276

i direktorica „EU projekti“, predstavila je što dobar
projekt mora sadržavati i koji su preduvjeti za ostvarivanje dobroga projekta. Panelisti su odgovarali
i na brojna pitanja zainteresiranih studenata, koje
je u prvom redu zanimalo, koje kvalifikacije moraju
steći tijekom svoga obrazovanja kako bi bili spremni
pisati i nositi EU projekte u bliskoj budućnosti.
Događaj je izazvao veliku pozornost medija pa se o
svečanom otvorenju projekta moglo gledati i čitati
na HRT-u, STV-u, Osječkoj televiziji, Glasu Slavonije, SiB.hr, indeks.hr, osijek031 i drugim medijima. Ovo događanje jedno je od rezultata Europskog
EFOS tjedna 2015. godine, a potaknulo je brojne
studente na aktivno promišljanje o mogućnostima
koje im stoje na raspolaganju iz EU-a te na moguće
načine djelovanja i kreiranja bolje i kvalitetnije
budućnosti.
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DANI MARKETINGA:
TRŽIŠTE I NOVE GENERACIJE –
MARKET&NG
Na Ekonomskome fakultetu u Osijeku u razdoblju
od 6. do 8. travnja 2016. godine, održana je stručna
konferencija pod nazivom „Tržište i nove generacije“.
Stručna je konferencija organizirana u suradnji s
Katedrom za marketing Ekonomskoga fakulteta u
Osijeku, Hrvatskom udrugom za marketing (CROMAR) i Kreativnom agencijom Adverta, a na inicijativu Bookmark - udruge studenata marketinga,
pod sloganom „Povratak u budućnost“.
Trodnevna je konferencija okupila vodeće predstavnike nove generacije marketinške industrije.
Konferenciju su činila brojna predavanja i radionice
vrhunskih predavača i marketinških stručnjaka koji
su svoja znanja i iskustva podijelila sa sudionicima
konferencije. Cilj je bio potaknuti osobni i profesionalni razvoj sudionika konferencije te ih motivirati na cjeloživotno učenje i usavršavanje. Inicijativa
je krenula od ideje da se poveže marketinška teorija
s praksom te na taj način približi studentima realan
svijet marketinga. Osim studenata, ciljani sudionici bili su članovi akademske zajednice, osobe iz
marketinške struke i svi zaljubljenici u marketing.
Vizija stručne konferencije odražava želju za
postankom središnjom konferencijom ove regije,
usmjerene na marketinšku industriju i nove generacije marketinga. Navedeno potkrepljuje zaintere-

siranost ciljane publike te izvrstan odaziv na konferenciju. Jedan od razloga takve izvrsne posjećenosti
bilo je besplatno sudjelovanje za sve zainteresirane,
što je u kombinaciji s vrhunskim stručnjacima s
marketinške scene bila dobitna kombinacija. Kroz
sva tri dana ukupno je održano 10 predavanja koje
je posjetilo 440 sudionika te 8 radionica sa 150 sudionika, što čini 590 sudionika na trodnevnoj konferenciji. Osim navedenoga, studenti koji su pokazali
izvrsnost u analizi slučajeva, u suradnji s poslovnim
subjektima izložili su svoje radove te su na taj način
pokazali svoju kreativnost i marketinške ideje. Konferencija je završena s panel raspravom pod nazivom: Domaća priča na stranom tržištu.
S obzirom da je ove godine, po prvi put, održana
stručna konferencija koja se pokazala uspješnom,
kako od strane organizatora, tako i od strane zainteresiranih posjetitelja i predavača, nadati se je da
je ovo tek početak jedne dobre marketinške priče.
Facebook: https://www.facebook.com/trziste.nove.
generacije/
Web: http://www.efos.unios.hr/trziste-i-nove-generacije/
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KREATIVNA RIZNICA 2016
– POPULARIZACIJSKI SIMPOZIJ
EKONOMSKOGA FAKULTETA U
OSIJEKU:

DRUŠTVENO ODGOVORNA KREATIVNOST
1. Kreativna riznica 2016.
Novi trendovi globalne ekonomije donose rasprave
o konceptualiziranju kulturne i kreativne industrije
te kreativne ekonomije kao ustroju ovih fenomena za koje se još uvijek traže najbolja rješenja. Cilj
Kreativne riznice – popularizacijskoga simpozija
Ekonomskoga fakulteta u Osijeku jest aktivno i
kontinuirano uključivanje svih struktura društva u
oblikovanje kulturne i kreativne industrije1 Republike Hrvatske kroz populariziranje njezinih ključnih
sadržaja. Susretanje teoretičara i praktičara iz domene kulturnoga i kreativnog sektora udružuje njihove snage i potencijale, a znanstveno moderiranje
otvara nove paradigme.
Prva Kreativna riznica 2015. godine polučila je
iznimno zanimanje o čemu svjedoči broj sudionika
(123 izlagača na 70 različitih programa) i nazočnost
preko 1300 posjetitelja (Tomašević, 2015). Na tragu
pozitivno evaluiranoga koncepta Kreativne riznice
2015., simpozij je ponovno organiziran s ciljem
okupljanja kulturnih i kreativnih profesionalaca,
samozaposlenih umjetnika i kreativaca iz cijele
Republike Hrvatske, znanstvenika / teoretičara
kulturnoga sektora i svih zainteresiranih dionika.

Pokrovitelji Kreativne riznice 2016. godine bili su
predsjednica Republike Hrvatske gospođa Kolinda
Grabar-Kitarović, Ministarstvo kulture, Ministarstvo turizma, Hrvatski klaster konkurentnosti kreativnih i kulturnih industrija, Grad Osijek i Osječkobaranjska županija. Partneri u organiziranju bili su
Ekonomski fakultet u Osijeku, Institut za znanstvena i umjetnička istraživanja u kreativnoj industriji
– Andizet, Odjel za kulturologiju, Studentski zbor
Sveučilišta J. J. Strossmayera i Trgovačka i komercijalna škola „Davor Milas” iz Osijeka. Organizatori
su osigurali medijska pokroviteljstva te je sudionicima u javnom prostoru bila osigurana dostatna
vidljivost. Uz navedene pokrovitelje i organizatore,
programsku i organizacijsku aktivnost potpomoglo je i 85 volontera čime je Kreativna riznica 2016.
potvrđena kao društveno koristan projekt u kojemu
je volontiranje njezin važan sastavni dio.
Kreativna riznica 2016. organizirana je od 20. do
23. travnja 2016. godine, a krovna tema ove godine
bila je Društveno odgovorna kreativnost (Šarlija,
2016). Na Kreativnoj riznici 2016. propitivala se
je društvena odgovornost kreativnosti, a manifestacijom su se stvorile mreže kontakata nazočnih
predstavnika kulturnih i kreativnih institucija – di-
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onika svih sastavnica KKI, akademskih institucija,
umjetničkih strukovnih udruga, slobodnih umjetnika te medija.
Kreativna riznica 2016. bila je otvorena za javnost,
a više od 100 sadržaja posjetilo je preko 3 000 posjetitelja. Posjetitelji su najvećim dijelom bili pripadnici mlađih dobnih skupina (studenti Sveučilišta
Josipa Jurja Strossmayera u Osijeku i polaznici
osječkih srednjih škola). Uz mlađe dobne skupine
posjetitelji Kreativne riznice 2016. bili su i predstavnici zaposlenih, samozaposlenih, nezaposlenih
osoba te umirovljenici.
Događanja Kreativne riznice 2016. organizirana
su na Ekonomskom fakultetu u Osijeku koji je
kao znanstveno-nastavna institucija otvorila nove
puteve promišljanja kulturnih i kreativnih industrija.
Kreativna riznica 2016. pridonijela je zaživljavanju
kulturnih i kreativnih sadržaja u istočnoj Hrvatskoj,
a aktivno sudjelovanje pripadnika mlađih dobnih
skupina izgradnji njihovih životnih navika vezanih
uz kulturne i kreativne sadržaje.

Tablica 1. Broj događanja KR 2016 prema vrsti
programskih sadržaja
Vrsta događanja

Broj
događanja

Predavanje

59

Radionica

23

Okrugli stol

2

Panel

3

Program izvedbenih i audiovizualnih
umjetnosti

6

Promocija knjige

2

Izložba

4

Videoprojekcija

2

Ukupno

101*

* Prijavljeno je bilo 105 događanja, od kojih je 4
uslijed opravdanih razloga, otkazano
Izvor: izrada autora
Slika 1. Odbori Kreativne riznice

2. Program Kreativne riznice 2016.
Program se odvijao u četiri dana, a sadržaji su se istodobno izlagali u 5 dvorana Ekonomskoga fakulteta u Osijeku te u Auli glagoljice i Auli znanosti.
Programski sadržaji bili su podijeljeni u tri područja
(stručna i znanstvena predavanja, kulturni i kreativni nastupi, javne rasprave i paneli), a izlagane teme
analizirali su cijeli sektor kulturnih i kreativnih industrija, odnosno, svih dvanaest sastavnica KKI
sektora2.
Kreativna riznica je besplatno događanje, kako za
posjetitelje tako i za izlagače. Samim time, svi programski sadržaji su besplatni i lako dostupni.
Odbori su sustavno podijeljeni prema aktivnostima
potrebnima za organizaciju Kreativne riznice.
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Izvor: izrada autora
Programski odbor zadužen je za planiranje programa, kontakta s izlagačima, sastavljanja programa te u konačnici autorizaciju i objavljivanje
programa. Odbor za koordinaciju programskih
aktivnosti pomaže programskom odboru u aktivnostima i obavlja popratne aktivnosti vezane uz
program i događanje (npr. kontaktiranje sponzora.)
Organizacijski odbor zadužen je za organizacijske
aktivnosti koje se odnose na prostor, volontere i sl.
Svi odbori djeluju zajedno jer se njihove aktivnosti
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međusobno isprepliću ostvarujući na taj način sinergijski učinak koji se pozitivno reflektira na rezultate događanja.

3. Digitalna podloga kao organizacijska
podrška
Organizacijske aktivnosti oslanjale su se na digitalne tehnologije. Budući da je Kreativna riznica
besplatno događanje, pomoću digitalnih tehnologija, besplatno se usklađuju posjetitelji i programski
sadržaji.

3.2 Eventbrite
Za praćenje broja posjetitelja i dobivanja informacija o karakteristikama posjetitelja korišten je sustav
Eventbrite. Eventbrite je mrežna platforma preko
koje organizatori na jednostavan način promoviraju
vlastito događanje široj javnosti. Osim promoviranja, organizatorima pruža informacijsku pozadinu
za planiranje i objavljivanje događanja. Također,
prati prijave i odjave sudionika te time osigurava
statističku pozadinu događanja koja je organizatorima Kreativne riznice izuzetno važna. Na ovaj način
organizatori Kreativne riznice dobivaju informacije
koje im služe kao mjera uspješnosti ovoga simpozija
te kao poticaj za njegovu daljnju evaluaciju.

3.1 Mrežno mjesto Ekonomskoga fakulteta u
Osijeku

3.3 Društvene mreže – Facebook

Mrežno mjesto Ekonomskoga fakulteta, u okviru izbornika Popularizacija znanosti, sadrži podizbornik
unutar kojega se nalazi Kreativna riznica. Posjetom
mrežne stranice Kreativne riznice, posjetitelji
posjećuju i mrežno mjesto Ekonomskoga fakulteta čime se povećava vidljivost mrežne stranice
fakulteta. Stranica je informativnoga i preglednoga
sadržaja te ju uređuju osobe iz organizacije koje su
upućene u sve detalje događanja.

Društvene mreže omogućavaju ciljanu i učinkovitu
komunikaciju a prošlogodišnjim, ali i budućim posjetiteljima. Kreativna riznica prisutna je na Facebooku i Instagramu. Razlog tomu je što je namijenjena prvenstveno mlađim dobnim skupinama koje
čine najveću populaciju na društvenim mrežama.
Ujedno, broj sviđalica na Kreativnoj riznici neprestano raste što je dokaz sve veće zainteresiranosti
javnosti. Od 2015. do 2016. godine broj sviđalica na
Facebook stranici Kreativne riznice porastao je za
33%.

Tablica 2. Analiza posjećenosti Kreativne riznice 2016. prema danima održavanja popularizacijskoga
simpozija
Datum

Dan

Broj
događanja

Broj
posjetitelja

Prosječan broj
posjetitelja po
događanju

20. 4. 2016.

Prvi dan Kreativne riznice

25

825

33

21. 4. 2016.

Drugi dan Kreativne riznice

32

829

26

22. 4. 2016.

Treći dan Kreativne riznice

26

1195

48

23. 4. 2016.

Četvrti dan Kreativne riznice (radionice)

10

155

16

Ukupno

Četiri dana Kreativne riznice

93*

3004

-

* Broj se razlikuje u odnosu na ukupan broj događanja budući da je za 92 događanja registrirana ulaznica
kao sredstvo pohađanja događanja
Izvor: izrada autora
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4. Analiza uspješnosti
Popularizacijski simpozij prema postavljenim ciljevima ispunio je očekivanja organizatora. Kao dokaz
uspješnost organizatori ističu mjerljive pokazatelje, od kojih se posebno ističe onaj o zanimanju
društvene zajednice. Zahvaljujući sustavu za velika
događanja Eventbrite organizatori su u svakom
trenutku imali kontrolu nad brojem prijavljenih
posjetitelja. Po završetku Kreativne riznice 2016.,
analiza posjećenosti zapisana je u Tablici 2.
Iz statističkih podataka jasno je kako je Kreativna
riznica napredovala u odnosu na 2015. godinu. Program je povećan za 30%, samim time je zabilježen
i veći broj posjetitelja. Prema defiiniciji (Mijoč,
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Horvat i Zrnić 2016) popularizacijski simpozij jest
javno veliko događanje na kojem su izlagači svi dionici tematiziranoga sadržaja, a njihova su izlaganja
otvorena cjelokupnoj društvenoj zajednici. Autorice
nadalje navode kako je popularizacijski simpozij besplatno veliko događanje koje popularizira sadržaj
od opće društvene važnosti, a barem jedan organizator je javna institucija. Udruženim naporima organizatora i volontera, u okviru Kreativne riznice
2016. provedeno je i istraživanje kretivnih radnika,
te je time Kreativna riznica postala i istraživačkom
platformom kulturnoga i kreativnoga sektora, ujedno je stvorena i organizacijska podloga za Kreativnu
riznicu 2017. godine.
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(Endnotes)
1

U nastavku skraćenica KKI

2

Arhitektura; Audio-vizualne umjetnosti; Baština-muzeji, knjižnice, arhivi; Dizajn-modni i tekstilni, grafički, produkt i dizajn interijera;
Glazba; Izvedbene umjetnosti-kazalište, ples i balet; Knjiga i nakladništvo; Mediji-TV, radio, tiskani i web; Oglašavanje i tržišne
komunikacije; Primijenjene umjetnost-staklo, keramika, nakit i druge primijenjene umjetnosti i zanati; Računalne igre i novi mediji;
Vizualne umjetnost-slikarstvo, kiparstvo, grafika, fotografija, novi mediji
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veličine 210 x 297 mm. Treba koristiti fontove
Times New Roman ili Arial veličine 12 (osim ako
ovdje nije drugačije navedeno), a prored treba biti
1.5. Margine stranica (lijevu, desnu, gornju i donju)
treba postaviti na 25 mm. Tekst mora biti poravnat s
lijevom i desnom marginom (obostrano poravnato).
Rad bi trebao imati između 4500 i 6500 riječi.
Detaljne Upute za autore mogu se pronaći na
http://www.efos.unios.hr/ekonomski-vjesnik/
upute-autorima/. Radovi koji nisu napisani u skladu
s uputama neće se uzeti u obzir za objavljivanje.
Uredništvo

Guidelines for authors
Description of the journal

Types of papers

Ekonomski Vjesnik / Econviews – Review of Contemporary Entrepreneurship, Business, and Economic Issues is intended for researchers and practitioners, and devoted to the publication of papers
that contribute to the theoretical, methodological
and empirical insights in the complex field of economics. Articles can be based on quantitative as
well as qualitative analyses; they can be a synthesis of previous research and discuss open issues in
specific areas of social and economic practice. The
journal welcomes papers focused on different levels
of analysis (from individual cases to small or large
samples) and contexts (SMEs and large companies, industrial sectors, local, regional and national
economies, international economics, branches of
economy, healthcare and education, labour and
demographics, natural resources and other socioeconomic frameworks).

The journal publishes reviewed papers (scholarly
articles), research reports, scholarly debates and reviews. Individual issues can be dedicated to more
specific topics. Submissions will undergo a double
blind review. Within the peer review process, papers published in the journal are categorized in one
of the following categories: original scientific papers, preliminary communications, review papers
and professional papers. Papers must be in English.
Professional papers, presentations and other contributions can be published in Croatian.

The journal is focused on research in economics,
business economics and entrepreneurship, however, as these are closely intertwined with other disciplines – information and technical sciences, law,
sociology, psychology and other fields – multidisciplinary submissions are also welcome.

Submission
Submissions should not be published earlier or be
under consideration for publication elsewhere. The
papers should be submitted electronically to the email address: ekonomski.vjesnik@efos.hr.
In addition to the main manuscript, a separate file
should be sent containing the title page with a brief
biographical note for each author (details below).

Copyright
Contributing authors automatically waive their
copyright in favour of the journal. The journal reserves copyright of all papers published in it.

Ethical policy
The ethics statements for Ekonomski Vjesnik /
Econviews - Review of Contemporary Entrepreneurship, Business and Economic Issues are based
on the Committee on Publication Ethics (COPE)
Best Practice Guidelines for Journal Editors.
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Guidelines for authors

General guidelines for authors
There are no strict requirements but all manuscripts must contain the essential elements, for example: Title; Abstract; Keywords; Main part of the
paper: Introduction, Review of previous research
(Theoretical framework), Methodology, Results,
Discussion, Conclusion, References. Such article
structure is recommended for scholarly articles in
the category of original scientific papers, preliminary communications and review papers.
Papers must be formatted so as to allow printing
on paper size 210 X 297 mm. Times New Roman or
Arial font, size 12 (unless otherwise stated herein)
should be used, and line spacing should be 1.5.
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The margins (left, right, top and bottom) should be
25mm wide. The text should be aligned with both
the right and left margins (justified). The paper
should have between 4500 and 6500 words.
Detailed guidelines for authors can be found at
http://www.efos.unios.hr/ekonomski-vjesnik/en/
guidelines-for-authors/. Papers that do not adhere
to these guidelines will not be considered for publication.
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