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EFFECTIVENESS OF THE MONETARY
POLICY IMPLEMENTATION IN THE CONTEXT
OF CRISIS: USE OF SHORT-TERM INTEREST
RATE INTHE CZECH REPUBLIC AND THE

EMU

Ludmila Bartékova, Julia Duréova

Introduction

The recent economic crisis and the events
that followed, namely the debt crisis,
pointed to a number of issues of European
Economic and monetary union (EMU), such
as particularly persistent asymmetries and
differences in development. Due to the high
interconnectedness of member countries’
economies, it is no longer possible to perceive
the problems of one country as isolated, since
the negative effects are spread throughout the
EMU. For this very reason, economists are
starting once again various discussions about
the advantages and the possibilities of national
monetary policy in influencing macroeconomic
developments or in diminishing the negative
impact of the crisis.

The Czech Republic, as a candidate
country for the Euro adoption, is still able to
use its own monetary policy. There are, of
course, different views on whether a monetary
policy of small and highly open economies of
the EU can be described as a separate and
independent from the overall development
of the EMU, and then to what extent. On the
other hand, it is a well-known fact that even
a setting of a common monetary policy may not
be currently satisfactory to all member states.
Today, when most countries are characterised
by a high degree of openness, the process of
monetary transmission operates faster. [20],
[34] The evaluation of this process and its
effectiveness in influencing macroeconomic
development is possible by examining the
operations of monetary policy via selected
transmission channels. All of these factors led
to our interest in this particular topic.

The paper is focused on the analysis of the
transmission processes of monetary policy in
the EMU and in one of the accession candidate
countries, the Czech Republic. The analysis
was focused on the evaluation of the similarity
in responses to monetary policy shocks in
both the EMU and the Czech Republic. Closer
attention was paid to the influence of the short-
term interest rate transmission channel on the
price level, the nominal effective exchange
rate and the gross domestic product. The
effects of interest rate shocks on selected
variables were identified by estimating a VAR
model. This analysis allows to determine the
impulse-response functions that are used
to estimate the impacts of interest rate on
selected macroeconomic variables. The
impacts of shocks were observed for the EMU
and the Czech Republic, and the results were
compared for the two periods. The aim of this
paper is to evaluate the extent of similarity of
monetary transmission process via the interest
rate transmission channel in case of the EMU
and the Czech Republic, taking into account the
crisis period.

1. Overview of the Literature

During the last decade many important changes
occurred in the monetary policy strategies as
well as in the monetary policy instruments.
This can be seen in the case of traditional
transmission channels of monetary policy and
their effectiveness, which have varied due to
anumber of structural changes in the economies
as well as due to changing expectations of
economic subjects. [29] Nowadays, most
central banks use key interest rates in the
implementation of their monetary policies.
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This way, they are able to influence inflation
expectations of different market subjects and
direct them towards desired level of inflation,
thereby maintaining the fundamental objective
of the scheme based on price stability, such
as inflation-targeting regime. [15] However,
persisting problems of low economic growth
and stagnant economies also forced the ECB
and the Czech National Bank (CNB) to use
less conventional monetary policy measures.
In the case of the Czech Republic, CNB chose
to use a heavily expansionary monetary policy
oriented on the weakening of the exchange rate
in order to stimulate the export performance
of the country. The ECB decided to use the
instrument of quantitative easing.

Despite general agreement on the significant
impact of monetary policy on the real economy,
the latest global economic crisis has spurred
further the debates on the various mechanisms,
transmission channels and time delays. It may
also be related to the crisis’s extent, due to
which, many authors refer to it more as a system
one (multifactorial) rather than a cyclic one. [22],
[24], [26] Studies on a single monetary policy
of the EMU countries suggest that the impact
of monetary policy on the real economy in the
EMU depends on a number of external factors
(economic structure, competitiveness, presence
of various shocks, etc.). [29] Impacts of the
financial crisis on the transmission mechanism
re analysed, for example in the Report on
Financial Stability published by the International
Monetary Fund [23]. The report compares the
operation through the interest rate channel
and the effectiveness in influencing short-term
and long-term interest rates in the case of the
EMU and the USA. According to the Report,
the financial crisis marked the transmission
from key interest rates to long-term interest
rates in the EMU as well as in the US. Badarau,
Levieuge [5] analysed in their work the role
played by financial heterogeneity of countries
in a monetary union and its consequences for
the business cycle. The authors showed that
the common monetary policy has contributed
to the deterioration of cyclical differences of
union’s countries compared to the situation if
these countries were hit with shocks and still
had their independent monetary policies. It is
therefore necessary to take into account the
national characteristics of individual Member
States when deciding on changes in the
monetary policy, in particular with respect to
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future possible expansion of the Union. [11],
[27] Many of the current works are focused
on these EU countries and their monetary
transmission in the transformation process.
[9] For example Lyziak [28] and Demchuk
[14] tested, using VAR method, impacts of the
crisis on the effectiveness of monetary policy
transmission in the case of Poland. One of the
most important findings was that the traditional
interest rate channel was the most affected
by the crisis. Models of vector autoregression
(VAR or VEC) are often used in the analysis
of monetary transmission = mechanism.
A standard VAR approach assumes that the
dynamics of the economy can be expressed
as a set of macroeconomic variables. Some
authors have criticised this approach, arguing
that the functioning of the real economy and
economic processes cannot be measured by
any observable macroeconomic indicators.
Despite the critics, these models remain
one of the most widely used in modelling of
monetary transmission processes. It is because
VAR models enable to study and compare
the effects of monetary shocks on selected
variables in each country. Although monetary
conditions as well as transmission processes
may be different for various economies, many
authors suggest that these differences were
not that significant in the 90s. [8], [19] Methods
used by these authors were based on different
assumptions; nevertheless, they had reached
similar results. They showed that the reaction of
product to a shock in interest rates was not the
same in all EU countries. However, differences
in the transmission of monetary policy between
countries (such as Germany, France and the
United Kingdom) were not too prominent [23].
Angeloni et al. [1] confirmed by using a VAR
method that the interest rate channel in the
EMU was at that time the most important out
of the three monetary policy channels (interest
rate channel, asset price channel and credit
channel) in the transmission of monetary policy.
Their results also showed that the impact
of monetary policy on the overall product
and the overall price level is the same in the
euro area as well as for each of the member
countries. The reaction of the product on the
unexpected increase in short-term interest rate
is only temporary and the prices’ response is
delayed by four quarters. Jiménez-Rodriguez
Morales-Zumaquero and Balazs [25], also
Eger, Crespo-Cuaresma and Reininger [18]
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used also a method based on a VAR approach
when analysing interest rate, commodity and
supply-shocks for ten countries of the Central
and Eastern Europe. According to their findings,
the responses to the shocks were expressed
differently in various countries what they
explained by differences in the development
and the settings of monetary policies. The
transmission mechanism in the case of the
Czech Republic in the period 1994-2004 was
analysed for example by Arnostova and Hurnik
[2]. By using a VAR approach the authors found
that unexpected monetary tightening leads to
a decrease in product because prices remain
inflexible for some time and begin to decline
only after about two quarters. The exchange
rate, however, reacts by an immediate
appreciation. A longer period, covering the
crisis, (until 2012) was analysed in the paper by
Babecka Kucharéukova et al. [4], where it was
confirmed that the transmission via the interest
rate transmission channel has been weakened
in the years immediately after the crisis.

A VAR model was also used to examine
monetary policy actions with regards to the
effectiveness of inflation targeting monetary
strategy. The causes of deviations of inflation
from the CNB targets during the first ten
years of the inflation targeting (the period
1998-2007) were studied, again using a VAR
model, by Holub. [21] Based on his findings, he
concludes that in the short term the shocks in
the prices of agricultural producers have been
the most important factor of deviations from
inflation target. However, in the medium term,
the development of the real exchange rate
gap clearly became the most important factor.
The impact of real interest rates appeared
as statistically significant only in the shorter
period of 2-3 quarters. Similar conclusions
can be found in the analysis of Bisova [10],
who observed a stronger and more stable
effect of the exchange rate channel on the
final target (inflation target) of CNB’s monetary
policy than in the case of interest rate channel.
Other analyses also showed that due to the
effects of the crisis it is no longer possible to
fully rely on Taylor-type monetary rules. [33]
The effectiveness of short-term interest rates
becomes problematic especially in times of
crisis when the rates may be reduced close
to zero levels. As a result, the transmission of
the actual macro-economic variables proved
to be relatively weak. Many authors suggest

that the use of short-term interest rates under
fixed monetary rule may be less effective
than its management under inflation targeting.
They especially highlight the benefits of
inflation targeting as a monetary strategy for
transparency and greater long-term focus in the
common everyday decision-making. [30] Yet,
the examination of monetary rules and interest
rate transmission mechanism in case of the
catching-up countries came to focus relatively
recently. However, the authors emphasize that
despite the use of inflation targeting, central
banks still monitor the evolution of exchange
rates. [3], [35]

Economic theory generally assumes that
monetary tightening will be followed by a decline
of the product and the price level, and shortly
thereafter, by the appreciation of the exchange
rate. However, some analyses showed that it is
also possible to expect the opposite behaviour
of the prices and the exchange rate. The
reaction of the exchange rate may depend on
the monetary regime. The unusual behaviour of
exchange rates can also be caused by changes
in the exchange rates regime or by currency
crises when monetary tightening may lead to
an immediate depreciation of the exchange
rate instead of an appreciation. This atypical
reaction is usually referred to as the “exchange
rate puzzle”. [2] As for the behaviour of prices,
atypical reaction occurs quite often and it is
described in a series of works dedicated to
the analysis of the impact of monetary policy
changes on the price level. Castelnuovo
and Surico [12] state that this anomaly was
“observed” and labelled as the “price puzzle”
firstly by Sims and Eichenbaum. Studies offer
several explanations for this problem. One
of them is the misidentification of monetary
shocks associated with a weak reaction of
the interest rate to a given inflation. In other
words, what is considered to be a monetary
policy shock is in fact a combination of an
actual shock and endogenous responses of the
monetary policy. [7]

In the following analysis, we therefore tried
to apply a vector autoregression model for both
the Czech Republic and the EMU to observe
and compare the transmission through interest
rate transmission channel. We have chosen
the GDP, the consumer price index and the
exchange rate as basic variables for the model,
i.e. variables that central banks typically use
when applying their monetary rules.

6 E M 2015, XVIII, 1



2. Econometric Model - Quantification
of the Relationships between

Variables
To verify the existence of relationships
between variables, we used a VAR model
(Vector autoregression model). This model
is often used when examining the effects of
monetary policy and the effectiveness of its
transmission channels as it equally allows
comparing the results obtained for the different
countries. A VAR model is usually used to
observe the impacts of changes in monetary
policy (tightening/easing) on macroeconomic
variables such as the product, the price level,
etc.

We selected the following variables in
order to analyse the interest rate transmission
channel: national nominal short-term interest
rate (money market 3-month interest rate),
gross domestic product at constant prices,
nominal effective exchange rate and consumer
price index. Similar variables were used e.g. by
Arnostova and Hurnik [2], Bisova [10], Holub
[21] in their analyses of monetary policy effects.

Unlike some authors in their models ([1],
[2], [4]), we decided to omit the monetary
aggregates. Many authors have shown that
the inclusion respectively omission of these
variables in the model will not affect the effects
of short-term interest rate shock on the product
and prices (e.g. [31]), since the tested shock
of monetary tightening is usually followed by
a decrease in the money supply.

Based on the theoretical findings on the
interest rate transmission mechanism and
when neglecting mutual interactions among
transmission channels, the relationships
between variables can be simply described as
follows: a sudden monetary tightening in the
form of an increase in the key interest rate is
transmitted to short-term interest rates and also
to evolution of exchange rate. Consequently,
this will influence the activities of economic
subjects and should result in declines of the
product and the price level after some time.

Our model is based on the following
equations:
CY, =AL)Y_+y, (1)

where Y, = [i, e, ¥, .pJ is a nx 1 vector gf
endogenous non-stationary macroeconomic

variables, the i, is an interest rate, e, is

Economics

a nominal effective exchange rate (NEER),
y, is a gross domestic product (GDP), p,
represents a consumer price index (CPIl) and
U is the vector of constants. C is the N x N
matrix containing all the coefficients describing
the current relations between endogenous
variables of the model, and (L) is an N x N
polynomial variance-covariance matrix, and u,
represents the normalized vector of exogenous
shocks that reflects unexplained changes in the
development of the endogenous variables in the
form of n x 1. Selected ordering of the variables
in the vector of endogenous variables takes
into account the sequence of transmission of
monetary policy from short-term interest rates
to other variables.

The reduced form of a VAR model is
obtained by multiplying the equation (1) by
inverse matrix C'- This operation is necessary
because the model represented by equation (1)
is not directly observable and structural shocks
could not be identified properly. A VAR model
described by equation (1) can be modified as
follows:

Y,=C'AL)Y,_+Cu=BL)Y,_+6 (2

where
B=C"A (3)
e,=C'u, (4)

B (L) is a matrix that expresses relation
between variables on lagged values and
e, represents an N x 1 vector of serially
uncorrelated errors of the model.

We estimated and compared two VAR
models in order to verify the correctness and
accuracy of the results. Both models take
into account the constraints arising from the
recursive Cholesky decomposition of the
residuals. The resulting effects of unexpected
shocks on studied endogenous variables are
represented by a function of IRF — impulse —
response function.

However, it is necessary to test the
variables for the stationarity of the time series,
as well as for the existence of a long-term
equilibrium before the applying the model. It
is also necessary to check the model for the
autocorrelation, the residual heteroscedasticity
and the normality. The next part of the paper
presents only selected test results. Other
results are available from the authors upon

request.
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3. Data and Results

The model was estimated for two different
time periods. A shorter one corresponds to the
period from the first quarter of 1999 to the last
quarter of 2008 (1999Q1-2008Q4), a longer
covers the years 1999 to 2013 (1999Q1-
2013Q3), including the global economic and
the debt crises and the events that followed.
The use of the same method for periods of
various lengths enabled to analyse the impact
of aforementioned crises on transmission
processes of the monetary policy, namely
the effects on product, prices and exchange
rate. In our model, we assumed that the crisis
negatively affected macroeconomic evolution
and disrupted the transmission process of
monetary measures to the real macroeconomic
variables. As a result, the consequences
of monetary tightening were transmitted
to the observed variables only partially or
with significant delay (as shown for different
countries e.g. in [4], [14], [23], [28].

Data used in this analysis were obtained from
the databases of the European Central Bank
(ECB) [17], the Bank for International Settlements
(Bank for International Settlements, BIS) [6], the
Eurostat [16], and the Czech National Bank [13].
The model used quarterly data from the years
1999-2013 (60 observations) for the following
variables: gross domestic product, the nominal
effective exchange rate, price level and short-

m Interest rates (%)

term interest rates. The analysis was focused
on the comparison of indicators in the EMU and
the Czech Republic. In the case of GDP time
series data were seasonally adjusted in order
to eliminate seasonal factors.

3.1 Evolution of Endogenous

Variables

When constructing the model, we assumed
that monetary policy decisions of the central
bank and changes of its key interest rates are
transmitted to the interest rates on the money
market. This suggests that changes in setting
of 2-week interest rate for the main refinancing
operations are later closely copied by the
development of 3-month EURIBOR (Fig. 1).
In other words, the evolution of the EURIBOR
reflects the changing stance of the ECB.
Similarly, in the Czech Republic, changes in
the base interest rate, namely 2-week repo rate
can be also monitored through the evolution
of the PRIBOR, a money market interest rate
(Fig. 1). The central bank’s key interest rate and
the money market interest rate present in both
cases a high degree of correlation; thus money
market interest rates can be used for estimating
changes in monetary policy stance. The same
approach (i.e. replacing the 2-week interest rate
by 3-month money market interest rate) was
used for example by ArnoStova and Hurnik [2],
also by Babecka Kucharéukova et al. [4].
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The evolution of endogenous variables
in the Czech Republic within the observed
period of 1999-2013 was characterised

Source: own calculations, ECB [17], CNB [13]

by a considerable volatility (Fig. 2). The
reference period can be divided into two basic
periods, namely the period of 1999-2008
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and 2008-2013. Up until 2008, there was an
apparent long-term growth trend in the GDP
accompanied by a strengthening of the nominal
effective exchange rate. During this time,
macroeconomic situation improved and created
conditions for economic growth based on
relatively stable economic environment and the
positive impact of structural changes. All of this
prevented the widening of external imbalances.
Increasing performance of the Czech economy
positively influenced the final stages of
economic transformation, European integration
processes, stable monetary environment and
a significant inflow of foreign capital. Inflows
of capital, together with a high dynamics of
economic growth contributed to an appreciation
of the nominal effective exchange rate but
it did not affect negatively country’s foreign
competitiveness. The evolution of inflation in the
1990s can be considered relatively volatile until
1999 when it was stabilised. The implementation
of the CNB’s inflation targets during the first ten
years of this strategy was marked by two cases

Economics

of a significant undershooting of the target in
1998-1999 and 2002-2003. Many economists
linked this development to the evolution of the
Czech Crown’s exchange rate (e.g. [2], [21]).
Another significant deviation was observed
in 2006—2007. After 2007, a strong growth in
consumer prices appeared and it was mainly
pushed upwards by the world prices of energy
resources as well as by the implementation
of selected reform measures in early 2008.
Afterwards, the economic crisis started to
affect the overall economic situation. In the
second half of 2008 there was a slowdown
in economic growth, a decline in inflation and
a rising unemployment. The appreciation of the
nominal effective exchange rate has slowed
down and then the exchange rate depreciated
significantly; what has contributed to improving
the balance of payments’ current account. The
positive impact of economic stagnation was
reflected in the evolution of inflation which has
not exceeded 2% level since 2010.

m Evolution of GDP (index, 2005=100), index of consumer prices (index),

NEER (index) — CZ
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Evolution of the observed endogenous
variables for the whole EMU showed a similar
trend as the evolution of endogenous variablesin
the Czech Republic (Fig. 3). As for the evolution
of the EMU’s GDP, it indicated an increasing
trend until 2007, interrupted only by the impact
of the global economic crisis in 2008. Some
EMU countries even suffered a decline in the
GDP compared to 2007. After 2008, the GDP
growth trend slowly recovered, although 2012
brought again a more pronounced slowdown

Source: own calculations, Eurostat [16]

as a reaction on the situation prevailing in the
EMU at the time. Similarly to GDP, inflation was
rather stable until 2007; afterwards its evolution
became more volatile. The nominal effective
exchange rate of the EMU was marked with
a general trend of a gradual strengthening,
interrupted only by shorter temporary periods
of NEER’s depreciation. The most significant
weakening of the NEER can be observed in the
years affected by the global crisis.
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3.2 Tests —The Verification of the

Basic Assumptions of the Model
Before using data for econometric modelling, it
is necessary to examine their stationarity that
was verified through unit roots testing. We used
Dickey-Fuller test (Augmented Dickey-Fuller
test, ADF) and Phillips-Perron test (Phillips-
Perron test, PP). Both tests verify the null

Source: own calculations, Eurostat [16]

hypothesis of the existence of a unit root. If the
hypothesis were confirmed, it would mean that
the time series are non-stationary. Observed
time series were mostly non-stationary at
values, therefore it was necessary to test them
for the stationarity also at their first differences.
Here, the stationarity was confirmed and the
null hypothesis of the unit root presence was
rejected (Tab. 1).

The results of unit root tests (1999Q1-2013Q4)

Gascn republc| Pyo0” | PisoR [ coe [ ene [ vemn [ ween [ T en
values -1.995 -2.429 -1.457 -1.452 -1.727 -1.827 -0.143 -0.357
1st diff. -5.086* -5.086* -4.781* -4.836* -7.298* -7.288* -2.76*** -7.595*
EMU EURIBOR | EURIBOR GDP GDP NEER NEER CPI CPI
ADF PP ADF PP ADF PP ADF PP
values -1.573 -1.379 -2.327 -2.577 -1.116 -1.256 -0.167* -0.188*
1st diff. -4.893* -4.950* -3.860* -3.839* -6.885* -6.896* -4.199* -11.94*

Note: Data represent result of t-statistics. Null hypothesis cannot be rejected at 1% significance level (*), at 5% significance

level (**), at 10% significance level (***).

When testing time series, it is also
necessary to determine whether observations
are not mutually correlated. The presence of
the residual autocorrelation was checked by
using LM test as well as the corellogram, which
confirmed that the residuals can be regarded
as mutually uncorrelated. Jarque-Berra test was
used to test the normality of residuals. Based
on the test results, it can be concluded that the
residuals are from the normal distribution.

Source: own calculations

Testing for the cointegration verifies the
existence of stable long-term relations between
endogenous variables of the model. For this
purpose, Johansen test was used with a number
of delays equal to 5 (determined according to
AIC, LR and FPE information criteria) for both
the EMU and the Czech Republic. The results
of both test statistics (trace test and maximum
eigenvalue statistics) did not confirm the
presence of cointegrating equation (Tab. 2) and
thus a VAR approach can be applied.

10 m 2015, XVIIl, 1



Economics

The results of cointegration tests (1999Q1-2013Q4)

Czech Republic

equations Trace Stat. 0.05 critical value Max Eigenvalue | 0.05 critical value

none* 20.13204 29.79707 13.88818 21.13162

at most 1 6.243856 15.49471 3.760787 14.26480
EMU

equations Trace Stat. 0.05 critical value Max Eigenvalue | 0.05 critical value

none* 25.85441 29.79707 19.00112 21.13162

at most 1 6.853290 15.49471 6.849003 14.26460

The stability of the selected model was
evaluated and confirmed through AR Root
Test. Based on all results (unit root test and
cointegration) a VAR model was estimated.
Subsequently, this model allowed deduction
of impulse-response functions as well as the
variance decomposition for both the EMU and
the Czech Repubilic.

3.3 Discussion of Results

The estimated VAR model allows to deduce
the impulse-response functions (IRF) for each
of the endogenous variables. We focused only
on the observations of variables’ responses
to changes in interest rate PRIBOR for the
Czech Republic and EURIBOR for the EMU.
We considered a one-time positive interest rate
shock which represents a monetary tightening.

Source: own calculations

Based on the theory, it can be expected that
a monetary tightening (increase in short-term
interest rate) will be followed by a decrease
in total product, the price level, and the
appreciation of the exchange rate (increase of
exchange rate) shortly thereafter.

The graphs for the years 1999-2013
(Fig. 4) show as expected, the decrease of
the product. However, the product did not
respond immediately but with a delay of
approximately three quarters. NEER responded
by deterioration in the short term, what may
be related to the higher volatility of bilateral
exchange rates of the Czech Crown against
foreign currencies since 2008. Similarly, the
price level did not react as anticipated. Its
response was a very mild and delayed by
approximately two quarters.

m % Reactions of GDP, CPl and NEER to 1% change of PRIBOR (1999Q1-2013Q4)

Response of NEER_CZ to PRIBOR_CZ

Response of GDP_CZ_SA to PRIBOR_CZ

Response of CPI_CZ to PRIBOR_CZ

0.5

0.0+

05

In the shorter period when crisis still did
not affect the macroeconomic situation, the
endogenous variables’ responses to sudden
interest rate shock were much closer to
theoretical expectations (Fig. 5) for the first two
variables. The product reacts similarly as in the

Source: own calculations

longer period, i.e. by a decrease with time lag
of three quarters. The NEER’s reaction leads
towards a very modest and short-term recovery
but only after two quarters. The price level
equally does not respond as expected, to the
shock in the short-term interest rates.
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Based on these findings, it could be said
that the impact of interest rate shock on the
variables studied over a longer period 1999—
2013 (with the impact of the crisis) was different
from the development in a shorter period
(with no crisis) only to a small extent. Initial
suppositions based on theoretical assumptions
were fulfilled in a shorter period of 1999-2008

for the NEER and the GDP. The reaction of
the price level was in neither of the cases in
accordance with the expected evolution. We
cannot therefore definitively state that the
transmission from monetary policy measures
to the real macroeconomic variables was
significantly disturbed by the crisis.

m % Reactions of GDP, CPl and NEER to 1% change of PRIBOR (1999Q1-2008Q4)

Response of NEER_CZ to PRIBOR_CZ

Response of GDP_CZ_SA to PRIBOR_CZ

Response of CPI_CZ to PRIBOR_CZ

The evolution of IRF functions for the
EMU in the period of 1999-2013 is shown by
Fig. 6. The responses of the GDP and the price
level were contrary to initial expectations. The
product starts to decline with a more significant
delay of five quarters. The nominal effective
exchange rate reacts by a depreciation, as in
the case of the Czech Republic. These results
may be explained by the composition of NEER
which takes into account transactional elements
(effect on real output) and trade relations of the
country to a greater extent than just the effects
of short-term interest rates. The heterogeneity
of the EMU can also play a certain role as it

Source: own calculations

caused that the macroeconomic effects of the
crisis for various countries differed.

The reactions of endogenous variables
in a shorter period of 1999-2008 (Fig. 7) are
very similar to the reactions over a longer
period. Evolution of IRF functions for GDP
and CPI is almost identical. In case of NEER,
a depreciation of the exchange rate can be
observed over the first four quarters

The comparison of the reactions studied for
longer and shorter periods show in neither of the
cases a significant distortion of transmission of
monetary measures to the real macroeconomic
variables due to the crisis.

m % Reactions of GDP, CPl and NEER to 1% change of EURIBOR (1999Q1-2013Q4)

Response of NEER_EMU to EURIBOR_EMU

Response of GDP_EMU_SA to EURIBOR_EMU

Response of CPI_EMU to EURIBOR_EMU

__________ 1.0

054 . Jttass 0.5 .

0.0 0.0

0.5 \—/’ﬂ 05+
a0 . 1.0
1.5 \\ B e -1.5

20 — T T T T T T 20

1.0

1.5

Source: own calculations
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% Reaction of GDP, CPl and NEER to 1% change of EURIBOR (1999Q1-2008Q4)

Response of NEER_EMU to EURIBOR_EMU Response of GDP_EMU_SA to EURIBOR_EMU

Response of CPI_EMU to EURIBOR_EMU

Comparison of the reactions of variables
1999-2013 in the Czech Republic and in the
EMU suggests that the effects of positive interest
rate shock are very similar for the product and
the price level. Within a shortened pre-crisis
period of 1999-2008 a different reactions can
be observed for the nominal effective exchange
rate; Czech Republic's NEER is closer to
the anticipated response. Yet, it cannot be
confirmed definitively that the crisis disrupted
the transmission process from monetary
measures to the real macroeconomic variables
neither for the Czech Republic nor in the case
of the EMU. Another important issue is a fact
that the effectiveness of the short-term interest
rate in affecting the price level has proved to be
relatively weak. Based on these findings we can
conclude that in the both observed cases the
effect of exchange rate puzzle and the price
puzzle appeared, as described, for example by
Arnostova and Hurnik [2], Balke and Emery [7]
or Castelnuovo and Surico [12].

3.4 The Results of Variance
Decomposition of Endogenous
Variables

Based on the estimated model it was possible

to continue with the variance decomposition

of the endogenous variables. Tab. 3 shows
the contributions of the changing interest rate

PRIBOR to the variability of the GDP, the price

level and the nominal effective exchange rate for

the Czech Republic over the period 1999-2013.

Source: own calculations

It can be concluded that the change of PRIBOR
has a significant impact on the variability of the
GDP (15.5%) but only with a time delay. The
reaction is weaker for the price level (9.23%).
Similarly, in the case of the nominal effective
exchange rate the effect of changes in interest
rates has a weaker momentum and accelerates
with a time delay (7.23%). In percentage terms,
the effects of the PRIBOR can be described as
“the strongest” for the GDP. It can therefore be
concluded that the responses of variables on
the unexpected increase in short-term interest
rates are weak and delayed.

Based on the variance decomposition of the
endogenous variables in the EMU for the period
of 1999-2013 we can say that the contribution
of changes in EURIBOR to the GDP’s variability
in the whole EMU was significant, especially at
the beginning of the period but with the lag of
two quarters (17.18%). This contribution was
weakening with the increasing time interval. The
interest rate shock also had a fast impact on the
price level when its effect increased significantly
during the first three quarters (18.33%). For
NEER the greater impact of interest rate shock
started to show only with the delay of four
quarters and peaked after six quarters (9.58%).
(Tab. 3)

The decomposition of variance calculated
for the period of 1999-2013, showed in case
of the EMU statistically significant contributions
of interest rate changes to the variability of all
studied endogenous variables but with different
time shifts.
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Variance decomposition of endogenous variables (1999Q1-2013Q4)

Czech Republic EMU
FE CGZD;;\ CPI_CZ NECEZR— Period Eﬁﬁfé A | CPLEMU NEE,\%—
1 0.609505 | 5.690250 | 3.529536 1 11.23519 | 15.60565 | 1.732183
2 0703338 | 6.031570 | 1.532985 2 17.18430 | 1572192 | 3.378863
3 0.424459 | 7.504819 | 1.180926 3 16.97604 | 18.33384 | 6.345194
4 0.720938 | 8770392 | 1.162716 4 14.35716 | 17.57779 | 8.435717
5 1.993569 | 9.231845 | 1.120073 5 11.72825 | 16.46137 | 9.390236
6 4.265255 | 8.962689 | 1.313075 6 10.08913 | 14.66306 | 9.587176
7 7120639 | 8.320081 | 2.145866 7 9.895306 | 12.94677 | 9.401672
8 10.10931 | 7.795855 | 3.649641 8 11.04064 | 11.50375 | 9.089625
9 12.93624 | 7.679011 | 5.497954 9 13.07762 | 10.44981 | 8.809713
10 15.51228 | 8.063177 | 7.324786 | 10 15.49464 | 9.794460 | 8.673513

Note: Cholesky ordering for the Czech Republic: PRIBOR_CZ NEER_CZ GDP_CZ_SA CPI_CZ; Cholesky ordering for
the EMU: EURIBOR_EMU NEER_EMU GDP_EMU_SA CPI_EMU

When comparing the results of the variance
decomposition for the Czech Republic we can
observe the lower contributions of changes
in interest rate to variability of variables.
The interest rate channel did not revealed,
particularly in case of the Czech Republic;
a strong and stable effect on the observed
variables. Similar findings can be found in the
analysis of Holub [21] who states that the impact
of interest rates on the deviations in inflation
was close to statistical significance, with the
exchange rate being the most important factor.
Bisova [10] also confirms a stronger and more
stable position of the exchange rate channel
within the transmission mechanism in the
Czech Republic in comparison with the interest
rate channel.

Conclusion

The recent global crisis has renewed interest
in studying the transmission mechanism of
monetary policy. Many authors noticed that the
crisis affected mostly the traditional interest rate
channel. The crisis has also renewed debates
of the joining the EMU and the advantages
of single monetary policy as a tool for the
macro-economic regulation and mitigation
of shocks. Unfavourable developments after

Source: own calculations

2008 still verify the ability of monetary policy
to mitigate negative impacts. This can be seen
in the context of common monetary policy
effects and deepening asymmetries between
member countries. It is possible to evaluate
the success of a single monetary policy of
small and open, non-member country in
influencing macroeconomic situation. From the
point of view of the central authorities of these
countries, e.g. the Czech Republic, it seems
therefore important to preserve an independent
monetary policy.

Our analysis was focused on monitoring the
operation of monetary policy through interest
rate transmission channel with the use of the
basic variables: GDP, price level and exchange
rate, i.e. the variables that central banks
typically use within their monetary rules. The
aim of the analysis was to verify the similarity
of the monetary transmission process through
this channel in case of EMU and the Czech
Republic. We supposed that the negative
evolution related to the crisis can disrupt the
transmission of monetary policy measures to
macroeconomic variables, therefore the impacts
of monetary policy changes are transmitted to
the observed economic variables only partially
or with significant lags.
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The estimations were made using a Vector
Autoregression — a VAR model, which is often
used to evaluate the effects of monetary policy
and effectiveness of transmission channels. It
also allows comparing the results obtained for
the different countries. The model was estimated
for two different time periods: shorter 1999-2008
and longer 1999-2013, including the economic
crisis and the development that followed. The
same method used for different periods enabled
to analyse the impact of the crisis on the monetary
policy transmission process, namely the impact
on product, prices and exchange rates. Based
on the observed results it can be concluded
that the product and price level responses to
the positive interest rate shock in the EMU and
in the Czech Republic are very similar within
entire period 1999-2013. In the shortened, pre-
crisis period 1999-2008 a different reaction
of the nominal effective exchange rate could
be observed, which in the case of the Czech
Republic is closer to the expected response. It
cannot be clearly stated that the crisis disrupted
the transmission process of monetary measures
to the real macroeconomic variables neither in
the Czech Republic nor in the EMU. The interest
rate channel has not confirmed strong and stable
effect on the observed variables.

This article was elaborated within the
project VEGA no. 1/0892/13.
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EFFECTIVENESS OF THE MONETARY POLICY IMPLEMENTATION IN THE
CONTEXT OF CRISIS: USE OF SHORT-TERM INTEREST RATE IN THE CZECH
REPUBLIC AND EMU

Ludmila Bartokova, Julia Duréova

Focus on monetary policy transmission mechanism has regained its importance especially in
regards to financial and debt crisis. Negative developments after 2008 still verify the ability of
monetary policy to mitigate its impacts. In EMU, it can be seen in the case of the effects of single
monetary policy and the deepening of the asymmetries between member countries. This can be
compared to the case of the monetary policy efficiency in small and open non-member country and
its influence on macroeconomic developments.

This paper is focused on the analysis of transmission process of monetary policy through the
interest rate channel in EMU as well as in a non-member country, namely in Czech Republic. The
aim of the analysis was to verify the similarity of reaction in case of monetary policy shock. The
results for Czech Republic were compared to results for overall EMU. The focus was predominantly
on interest rate channel of monetary transmission process and its impact on inflation, nominal
effective exchange rate and gross domestic product, the variables that are typically used in central
banks’ monetary rules. We also assumed that negative developments related to the crisis can
distort the transmission of monetary policy effects on macroeconomic variables and that the impact
of monetary policy changes is transmitted to the economic variables only partially or significantly
lagged. The effects of interest rate shocks on selected variables were identified by estimating
VAR model that uses Cholesky decomposition of innovations; the most widely used empirical
methodology for analysing the transmission mechanism of monetary policy. The results show that
the reactions of the product and the price level to positive interest rate shock are very similar for
Czech Republic as well as for EMU throughout the investigated period 1999-2013. However, we
cannot definitively affirm that the crisis disrupted the transmission process from monetary measures
to analysed macroeconomic variables as shown in the cases of Czech Republic and EMU. Interest
rate channel has not shown particularly strong and stable influence on the observed variables
neither for Czech Republic, nor for EMU.

Key Words: Interest rate channel, monetary policy shock, EMU, Czech Republic, economic
crisis, VAR model.
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DETERMINANTS OF THE EUROPEAN
UNION’S TRADE - EVIDENCE FROM A PANEL
ESTIMATION OF THE GRAVITY MODEL

Michat Bernard Pietrzak, Justyna tapinska

Introduction

In the world’s economy the last two decades
have been a period of development of regional
integration groups. A number of new groups
came into being and the already existing ones
followed the path of deepening the integration
process. The basis of the process is formed
by the expectations that integration allows
production volume and exports to be increased,
and economic resources to be allocated more
effectively. According to the integration theory,
foreign trade is the area in which the impact of
regional integration on a country’s economy is
most visible and clear. The positive effects in
trade evoked by such processes have been
noted by abundant empirical research [28], [26],
[17], [16], [10].

The intensification of liberalisation
processes in trade within regional integration
groups results from the lack of satisfactory
progress in multilateral commercial negotiations
conducted during subsequent GATT/WTO
meetings. It is estimated that at present
more than a half of international trade occurs
within various regional integration groups.
Most frequently such groups are composed
of countries that share a similar geographical
location.

It has been only a few years since the
expansion of the European Union. Although
this period is relatively short for making
an objective assessment of the course of
economic processes, we can already observe
certain changes and new developmental trends
both in individual economies as well as in the
whole group. Since the accession of the new
EU members, its trade volume has increased.
An analysis of the current statistical data
clearly shows this. However, a simple indicators
analysis shows only changes over time but it
neglects the causes of these changes. With
a view to learning the causes, the present

paper proposes applying a gravity model
for the purpose of evaluating the impact of
selected factors, mainly economic ones, on the
development of bilateral trade in the EU states
in the years 1999-2010.

The research applied the gravity model of
trade for panel data. GDP per capita, foreign
direct investment per capita, and distances
between countries were taken as potential
determinants. Moreover, we considered the
impact of EU membership on the increase in
trade volume in both the 15 EU states and the
12 new member states.

1. Gravity Models of Trade — Subject

Literature
For the first time the gravity model was
applied in an analysis of international flows of
commodities in the nineteen sixties by a Dutch
economist and physicist, Tinbergen [36].
Pdyhdnen [30] and Linnemann [25] also joined
the precursor group.

By making a reference to Newton’s law
of universal gravitation, Tinbergen proposed
a gravity model of trade in a form described by
the following equation

Ly, (1)

where:

X, — trade stream between country /and j,

Y, — exporting country’s gross national
product, Y; — importing country’s gross national
product,

D, — geographical distance between
economic centres (capital cities) of country
iand country j,

a, B, & — trade elasticity relative to the
exporting country’s gross national product,
the importing country’s gross national product
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and the distance between these two trading
countries,

C — gravitational constant.

The basic equation applied in the evaluation
of gravity models of trade is created by the
linearisation of equation (1). After making
a two-sided logarithm we receive the following
equation:

InX, =InC+alnY, +pInY,-6InD, (2)

According to the above equation, the value
of the bilateral trade exchange X, between
country i and country j is correlated positively
with the economic size of the two countries,
expressed by their levels of gross national
products Y, and Y, and it is correlated negatively
with the distance between them.

While dealing with gravity models of trade,
it is essential to determine the variable, which
describes ‘the strength of mutual influence’ of
the trading partners, which means a dependent
variable (the explained one). This dependent
variable may represent exports, imports or
the total bilateral exchange being the sum of
exports and imports.

The most frequently applied dependent
variable is exports [23], [34], [12], [21].
Conducting research with imports as the
only variable is very uncommon [15], [24]. An
advantage of taking exports as a dependent
variable is its lesser deformation resulting
from using various protection instruments and
the fact that it is taken into consideration in
transportation and insurance costs. However,
data on exports may be burdened with a certain
error. This error is traced back to tax forms filled
in by companies, which sometimes for taxation
reasons decrease or increase the value of their
exports when they receive subsidies.

Total bilateral trade exchange is relatively
frequently taken as a dependent variable in
empirical studies [5], [37], [9], [22]. Defining
a dependent variable in such a way represents,
on the one hand, a holistic approach to trade
exchange, but, on the otherhand, it means facing
problems with complete information availability.
In fact, both on the exports and imports sides
there occurs incomplete information; therefore,
considering the two directions of trade may
occasionally lead to their cumulation [11].

While constructing a gravity model, it is an
important issue to determine which variables
will be treated as countries’ masses, i.e., what
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will decide about the strength of an economy’s
attractiveness, and in what way the distance
between trading partners will be described.

Countries’ economic value, which functions
as an attraction factor, may be measured in
a similar way to that proposed by Linnemann
[25] — a combination of Gross National Product
and the number of citizens. After the publication
of Anderson’s [3] and Bergstrand’s [7] works
explaining basic theoretical assumptions of gravity
models, the measure most frequently applied in
empirical works of trading countries’ income is
their Gross Domestic Product. For the purpose of
a better adjustment of the model to the actualities,
many authors frequently consider trading
partners’ per capita income as an explanatory
variable [20], [23], [10], [31]. Empirical research
proves that trade volume between developed
countries tends to be higher [21].

In Newton’s model distance represents
the resistance that masses need to overcome
on their way to each other, so it functions
as a factor diminishing the gravity force. In
models of international trade the geographical
distance reflects predominantly transport
and communication costs, which impact
significantly trade exchange volume between
trading partners. However, it is not the only
factor affecting the intensity of trade exchange
between a pair of countries. Another factor
relative to the geographical distance is the
common border line (or the lack of one) between
these countries. Neighbouring countries which
share the same border line tend to trade
more frequently than those which do not have
a common border line [35], [29].

Although somewhat differently, McCallum
[27] also applied gravity models to deal with
the problem of border lines. While comparing
the trade exchange between specific provinces
in Canada with the trade exchange between
the state of Canada and some US states, he
observed the occurrence of a so-called border
effect. He proved that the trade exchange
between a country’s distant parts (regions)
reaches a decidedly higher level than between
two neighbouring regions from two different
countries (sharing a border line). In the case
of selected Canadian provinces the trade
exchange volume was twenty-fold greater than
the trade exchange volume recorded between
Canada and the United States.

Other factors that may stimulate or impede
a bilateral trade exchange between countries
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are dummy variables describing a common
culture, in particular a common language,
national identity, tradition or history [13]. Cultural
ties due to relatively low barriers to running
business activity on foreign markets (the use of
the same language facilitates communication),
low transaction costs (the ease of transferring
information) and a similar demand structure
facilitate significantly trading activity [38].

A factor that strengthens bilateral trade
exchange is the partners’ participation in
regional group integration. Market liberalisation,
which is an element of integration processes,
affects the efficiency of resource allocation in
economies [6]. The impact of regional economic
integration on resource allocation in an
economy is usually analysed by means of the
following two effects: trade creation and trade
diversion.

The effect of trade creation means creating
new trading streams between countries, which
form an integration group. This effect results
from making use of differences in production
costs and from the appearance of new
additional impulses for trading between an
integration group’s members due to unlimited
liberalisation of trading with the simultaneous
existence of barriers to trading with countries
from outside the European Union.

The effect of trade diversion consists in
replacing supplies from non-member countries
with supplies provided by countries that are
members of an integration group and whose
competitiveness has increased due to removal
of trade barriers.

Gravity models constitute an instrument that
is frequently applied in researching the impact
on mutual trading of the membership of some
countries belonging to the same integration
group. Studies of the effects of establishing
integration groups usually consist in introducing
dummy variables for individual groups into
models and estimating their significance. While
analysing research outcomes of various studies
conducted on groups Greenaway and Milner
[17] found that the majority of those studies had
shown positive trading effects resulting from
the implementation of regionalism processes
[1], [8]. However, as pointed out by Baier and
Bergstrad [5], recent research into the issue
does not confirm explicitly the previous results.
Endoh [14] found that the Latin American Free
Trade Agreement has exhibited neither trade
creation nor trade diversion on trade with Japan.

Similar conclusions were reached by Roberts
[32] and Rojid [33]. The former examined the
effects of free trade between China and the
ASEAN countries, and the latter between the
COMESA countries.

2. Panel Gravity Model for Exports
from European Union Member
States

Analysis of the factors that determine bilateral
trade exchange of European Union member
states includes the panel gravity model. The
volume of exports per capita of European Union
member states from 1999-2010 was taken as
the dependent variable. The research covered
27 countries which were EU member states
in 2010. GDP per capita and FDI per capita
were considered as potential explanatory
values. The value of foreign direct investment
for specific member states was aggregated
over time and presented as a total of the
period 1999-2010. The impact of geographical
distances between countries expressed as the
number of kilometres between capital cities of
trade partners was also taken into account. In
addition, the impact of the fact of being an EU
member state on the increase in trade volume
was examined. The focus was on the answer
to the question whether enlarging the European
Union has contributed to a significant increase
in exports per capita from the new member
states (EU-12) to the so-called old member
states of the European Union (EU-15) and vice

versa. Therefore, dummy variables EU,,, EU,,
were introduced into the model.
The following research  hypotheses

concerning the trade exchange in European
Union member states were the subject of
verification:

H1: EU membership impacts significantly
the increase in trade volumes between member
states.

H2: There exists a positive dependence
between the level of economic development of
an EU member state measured by its GDP per
capita and the volume of its exports per capita.

H3: Foreign direct investments strengthen
considerably the export potential of member
states. Foreign direct investments contribute
rather to increases in exports than to satisfying
the internal demand.

H4: There exists a negative dependence
between the geographical distance between
member states and their trade volume.
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Estimation of the following model for the
cross-country analysis in view of the above
hypotheses was made
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explanatory variables, EU,,, EU,, are vectors of
dummy variables that indicate European Union
membership, Bil, B, are vectors of individual and

Xm = Bg + '}1 + BIGDPn + BZGDPJz +B3FDIn + B4FDIJI
+o,UE,, +0,UEs —vd; +g

where X, is the vector of the dependent variable,
FDI.

i’

GDP,

it

GDP,

v

time effects in the panel model,a,, a,, B, B, B,
B, v are structural parameters of the model, £

, is vector of disturbances. All variables without
(3) dummy variables are expressed in logarithms.
The description of specific variables and the
sources of data used are shown in Table 1 and

FDI. Table 2.

l» d, are vectors of the

Variables used in the analysis of European Union member states’ trade volumes

Symbol

Description of variables

X

Exports per capita from country i to country j, in the time period t[in millions of Euros]

ijt
GDP,, GDP,

Gross Domestic Product per capita in an exporting country i and in an importing
country j, in the time period ¢ [in millions of Euros]

FDI

it

FDI,

Foreign direct investment per capita aggregated over time in an exporting country
iand in an importing country j, in the time period t [in millions of Euros]

EU

12

Dummy variable, it takes the value of 1 for the new member states, (UE-12) from
the year 2004 on and the value of O prior to 2004. In the case of Romania and
Bulgaria from 2007 on.

EU

15

Dummy variable, it takes the value of 1 for the old member states, (UE-15) from
the year 2004 on and the value of O prior to 2004

Geographical distance between capital cities of countries i and j [in thousands
of kilometres]

*The values of the variables were adjusted by inflation (they are real values)

Source: own
Sources of data used in the research
Data Source

Exports EUROSTAT
http://epp.eurostat.ec.europa.eu/portal/page/portal/international_trade/
data/database

Gross Domestic Product EUROSTAT
http://epp.eurostat.ec.europa.eu/portal/page/portal/national_accounts/
data/database

Foreign Direct Investment | UNCTADSTAT

United Nations Conference on Trade and Development
http://unctadstat.unctad.org/ReportFolders/reportFolders.aspx

Geographical distance
between capital cities

Centre D’Etudes Prospectives et D’Informations Internationales
http://www.cepii.fr/anglaisgraph/bdd/distances.htm

Population

EUROSTAT
http://epp.eurostat.ec.europa.eu/portal/page/portal/population/data/
database

Source: own
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3. Analysis of the Direction and
Strength of the Impact of the
Factors that Determine the Level
of Exports from European Union

Member States
Interpreting the impact of explanatory variables
in gravity models is a complex task. It is so since
we have to deal with the simultaneous impact of
two effects. The first — the push effect — consists
in pushing out trading streams in the case of
source regions, i.e., exporters, and the second
— the pull effect — is the effect of attracting
trading streams in the case of target regions, i.e.,
importers. The statistical significance of a proper
structural parameter proves the occurrence of
the push effect or of the pull effect. The statistical
insignificance of a structural parameter indicates
the lack of the impact of factors which, in
accordance with the trade theory, determine the
trade volume. The sign of the estimate obtained
indicates, in turn, the direction of the impact of
specific trade determinants.

Based on the possessed data we conducted
the Hausman test [18], which indicated the

occurrence of a correlation between random
errors and explanatory variables. The estimator
of a panel model with random effects (RE) is
biased and inconsistent and for that reason the
estimation of a panel model with fixed effects
(FE) is preferred. Therefore, the following three
specifications of a panel model were considered:
a panel model with individual effects, a panel
model with time effects, and a panel model
with both individual and time effects. Test F
was conducted for further specifications and
it indicated only the significance of individual
effects. Finally, estimation of a panel model (FE)
with individual effects was made.

In order to estimate the parameters of the
panel gravity model we applied the Hausman-
Taylor estimator [19]. The calculations were
made with the application of the R-Cran software.
The software uses the plm package (major
procedures include: pim, pht, pFtest, phtest).

Table 3 presents the results of the estimation
performed for a selected specification of a panel
model.

from European Union member states in the years 1999-2010

The results of the estimation of a panel gravity model made for exports

Parameter Estimate p-value

a, 1.9861 0.0211

a, 1.1217 0.0154

B, 9.5644 0.0012

B, 9.3683 0.0032

B, 5.1351 0.0017

B, 0.0213 0.6783

r -20.8356 0.0014

Statistical verification of the model
F test statistics 4.3306 p-value 0.0001
Hausman test statistics 9.3931 p-value 0.0091
Adj. R? 0.9116 Observation 8,424
* A 5% significance level was taken for assessing the statistical significance of the parameters.
Source: own

A significant increase in trade volume
between the EU-12 and EU-15 states could
be noticed prior to the enlargement of the
Community and it resulted from the signing of
the Association Agreement. After the formal

enlargement of the European Union, however,
we could observe a further increase in trade
volume between its old member states and
the newly accepted states. Parameters a, and
a, proved statistically significant. A positive
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estimate of the parameter q, indicates
a substantial increase in the level of exports per
capita from the 12 new member states to the 15
old EU member states in the period following
their accession. A positive estimate of the
parameter a, in turn, indicates a considerable
increase in the level of exports per capita from
the 15 old member states to the 12 new member
states of the European Union in the period
following the enlargement of the Community.
That means that the trade liberalisation hitherto
(resulting from association agreements)
had not exhausted fully the benefits of the
integration. The formal accession of the new
EU members was still accompanied by the
effect of trade creation since the mutual trade
exchange between the EU 15 and the EU 12
was continually increasing. As a matter of fact,
the formal enlargement of the European Union
did not lead to any major modifications of the
customs burden; however, many non-tariff
barriers were abolished. As evaluated by The
Heritage Foundation, the formal enlargement
of the European Union improved significantly
the conditions of cooperation between the old
EU states and the new ones. That is reflected,
among other things, by the indexes of trade
freedom, which provide information on the so-
called liberalisation from tariffs and non-tariff
barriers. The index of trade freedom published
in a report by the Index of Economic Freedom
is prepared on an annual basis by The Heritage
Foundation in cooperation with the Wall Street
Journal. The index published for a specific year
is based on data and information concerning
the previous years and, therefore, most
frequently the delay encompasses a three-year
period. After the enlargement of the European
Union, in the case of the new member states,
the trade freedom indexes grew substantially
reaching the level represented by the countries
which had been EU member states prior to
the enlargement of the European Union. The
results obtained allowed the verification of the
research hypothesis H1, which focuses on
the positive impact of EU membership on the
growth of trade exchange. It was proved that
after the joining of the Community by the new
member states we saw a significant rise in the
level of exports from the EU-12 countries to the
EU-15 countries and inversely.

When analysing the impact of GDP per
capita, which may be identified with a country’s
level of economic development, it must be
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stated that the parameters B, and B, proved
statistically significant. Taking into account
the positive evaluation of the parameter 3, we
may formulate a conclusion that for exporting
countries there holds a positive impact of GDP
per capita on the level of exports per capita.
Also in the case of importing countries the
positive evaluation of the parameter 3,denotes
a positive impact of GDP per capita on the
level of imports per capita in those countries.
Countries with a higher level of economic
development, apart from greater importing
needs resulting from a good economic situation,
also display a larger exporting potential which
translates into a higher level of exports, if
compared with countries with lower values of
GDP per capita. The results obtained allowed
us to verify the research hypothesis H2 on
a positive dependence between the level of
economic development of an EU member state
measured by its GDP per capita and the volume
of its exports per capita.

Foreign direct investment belongs to a group
of trade determinants which may exert a varied
influence on the development of trade volume
between countries. On the one hand, the flow of
capital in the form of foreign direct investment
may lead to a technological modernisation of
the economy that is related to the development
of industry and manufacture of processed
goods, which, in turn, fosters the development
of trade. On the other hand, foreign direct
investment may be initiated by the willingness
to service the host country’s market and then
it functions as a substitute to trade [2]. In the
case of foreign direct investment the parameter
B, proved statistically significant and the
parameter [, proved statistically insignificant.
The positive value of the parameter B indicates
a positive impact of foreign direct investment on
the value of exports per capita. The research
result allowed the verification of the hypothesis
H3 according to which foreign direct investment
strengthens considerably the export potential
of member states. The statistically insignificant
parameter B, indicates the lack of a major
impact of foreign direct investments on import
volume.

The geographical distance factor is essential
for the development of trade exchange. lts
impact is mainly related to the costs of
transportation and insurance of goods being the
subject of exchange. The parameter y, which
measures the impact of geographical distances
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between specific countries of the European
Union on their bilateral trade exchange, proved
statistically significant. A negative estimate
corresponds to the theoretical predictions
and indicates that trade volume decreases
when the geographical distance between
countries increases. That finding enabled us
to verify the hypothesis H4 according to which
there is a negative dependence between the
geographical distance between member states
and their trade volumes.

As aresult of the estimation of a panel gravity
model 8,424 residuals were obtained. Based on
the obtained realisations of the disturbances it
is possible to conduct an analysis of selected
residual values that are untypical values.
Untypical values are deemed to be such values
whose absolute value exceeds a threefold value
of the standard deviation.

Such an analysis enables the identification
of the countries whose trade volumes differ
considerably from theoretical values that result
from the estimated model. For instance, in the
case of the trade exchange volumes of Belgium
and Luxembourg, both exports and imports
in the countries could be higher than implied
by the model (positive residuals). That proves
asignificant role of foreign trade in both countries’
economies that is proportionally greater than in
the whole of the European Union. In the case
of the Bulgarian and Romanian economies, the
weakest ones in the European Union, we can
observe a reverse situation — the occurrence
of negative untypical residual values. In turn,
the analysis of residuals conducted for Cyprus,
Greece, and Malta, whose GDP is derived
mainly from revenues from the tourist industry,
indicates a disproportionally high import volume
if compared with their exports.

Conclusion
In recent years the European Union has
followed the path of deepening the integration
by accepting new member states. The benefits
of enlarging the integration group are felt not
only by the newly accepted states but also by
its old member states. In accordance with the
theory, one of the most significant integration
effects is growth in mutual trade exchange. The
actual development of trade exchange between
member states is a vital argument in favour
of creating regional integration groups and
enlarging them.

The research was focused on finding out

whether European Union membership impacts
the level of increases in trade volumes between
EU member states. The problem was analysed
separately for the 15 old member states of
the European Union (EU-15) and separately
for the new member states (EU-12). The
research conducted allowed the formulation of
a conclusion that the accession was followed
by a significant increase in the level of exports
both from the EU-12 countries to the EU-15
countries and inversely. Also, the work evaluated
the impact of economic factors such as GDP
per capita, foreign direct investment and the
geographical distance on the development of
bilateral trade exchange of European Union
member states. The outcome of the research
allowed the formulation of a statement that there
is a positive dependence between the level of
economic development of an EU member state,
measured by means of its GDP per capitaand its
exports volume per capita. In the case of foreign
direct investment, it was found that it improves
the export potential of EU member states rather
than satisfying the internal demand. Also, the
existence of a negative dependence between
the geographical distance between member
states and their trade volumes was found.

The conclusions formulated in the paper
enable us to state that from the perspective of
the developmental opportunities the European
Union is an entity worth belonging to. The
benefits are felt both by the old EU member
states and by the new EU member states. The
results obtained confirm the relevance of the
theories of integration and trade.
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DETERMINANTS OF THE EUROPEAN UNION’S TRADE - EVIDENCE FROM
A PANEL ESTIMATION OF THE GRAVITY MODEL

Michat Bernard Pietrzak, Justyna Lapinska

The article is focused on the issue of trade exchange between European Union member states.
The trade exchange volume noted an increase after the new members had joined the European
Union. That may be observed while analysing statistical data on the trade exchange volume in
specific states as well as in the whole of the European Union. A simple index analysis of the trade
volume enables researchers to observe changes over time; however, it neglects the causes of
these changes. With a view to identifying theses causes, an econometric tool — the panel gravity
model — was used for the purposes of the present paper.

The research objective of the paper is to evaluate the impact of selected factors on the
development of bilateral trade in the European Union in the years 1999-2010. The group of
potential factors describing the size of trade exchange includes the following: the Gross Domestic
Product per capita, foreign direct investment per capita and the geographical distance between
trading partners.

The research outcome enabled us to draw a conclusion on a positive dependence between
a member state’s GDP and its export and import volume. In the case of foreign direct investments,
their positive impact on the improvement of member states’ exporting potential was identified.
Moreover, a negative dependence between the geographical distance and the size of their trade
exchange was proved. Also, the paper discussed the impact of EU membership on increasing
trade exchange volume. The research found an essential increase in exports from the new EU-12
countries to the EU-15 countries and inversely.

Key Words: Trade, gravity model, panel estimation, European Union.
JEL Classification: C33, F14.
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CURRENT AND FUTURE USE
OF MANAGEMENT TOOLS

Zlatko Nedelko, Vojko Pototcan, Marina Dabic

Introduction

A plethora of management ideas and concepts
have been developed in management literature
over decades [15], [41], [55], [58], [60]. But
those management ideas and concepts are
in the literature rarely discussed on the level
of their use as a management tool [2], [57]. It
is evident that developed ideas and concepts
(consequently also tools) are in literature
mainly dealt with separately, for the most part
as a single tool [14], [21], [24], [36], [42], while
some studies consider few tools jointly [25], [40]
due to their interrelatedness.

A holistic consideration of the different tools
or the plethora of management tools together
is rarely found in literature. A longitudinal
research aiming to examine trends about use,
current use, and percentage of satisfied users
for selected tools has been conducted for more
than a decade by international research group
[47], [48], [49]. Comprehensive studies dealing
with more management tools beyond viewpoints
considered by this research group do not exist.
Partial discussions and empirical investigations
about single or a few selected management
tools together reveal some differences in
patterns of management tools use worldwide.
Our contribution continues these discussions
in a more comprehensive manner. This paper
focuses especially on future use and issues
related to the future use of management tools
in organizations within catching up countries.

Turning to the impact of previous
experiences with management tools use on
their future use by employees’ in organizations,
evidences from everyday life show that previous
(positive and negative) experiences importantly
influence future use, motivation for use, etc.
[1], [8], [54]. Management literature dealing
with these issues is rather limited [5], [52].
More often, the impact of previous experiences
(with use, participation, observation, etc.) on

the behavior of existing or further potential
users is considered in various other fields,
such as: (1) shopping experiences enjoyment
has a significant positive influence upon future
customers’ intentions to shop [22]; (2) previous
experiences with service (e.g., insurance
agency, travel agency) influence customers’
decisions on future use of services [8], [18];
and (3) the impact of behavior experiences
on the desired behavior in organizations (e.g.,
manager as a role model), etc. [5], [20], [46].
Those examples emphasize the importance of
past experiences with use and engagement for
future use, engagement, enrolment, retaking
service, etc.

In the mainstream of management literature
[13],[15], [58], the link between previous working
experiences (e.g., about working and behavior)
and future behavior is not explicitly considered.
This link gets more attention in the field of
organizational behavior [5], [28], [52] and work
psychology [3], [34]. Very often the examination
of the link between attitudes and behavior is
based on the theory of planned behavior, first
introduced by [1]. Those cognitions are the
groundwork for our discussion.

Based on the above findings, we
presuppose that the management tools used in
organizations are importantly dependent upon
the previous experiences of other users (e.g.,
co-workers, managers). Those experiences
can importantly influence an employee’s
perception about motivation for the use of
management tools. This consequently results in
an employee’s action to either use or not use.

In the framework of a more holistic agenda
for consideration of management tools use
and their future use, this paper focuses on:
(1) differences in management tools use
among employees in Slovenian and Croatian
organizations; (2) examination of the links
between employees’ previous experiences
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with management tools use and its future use
(we consider future use either as (a) a desire
to use those tools among employees who are
already familiar with single tools or (b) a desire
to become familiar with management tools
among employees who do not know a single
management tool yet); and (3) determining
patterns of management tools for future use in
Slovenia and Croatia (as examples of catching
up countries) based on experiences from high-
developed market economies.

1. Literature Review

1.1 Management Tools

Management development has gone through
several distinctive phases [13], [60]. In each
phase, numerous management ideas and
concepts have been developed [2], [57], [58].
Use and understanding of management ideas
are rather different in literature and business
practice. In the process of management
concepts use, a different level of management
ideas for conceptualization and realization has
occurred, ranging from 1) concept — as a rather
comprehensive, developed, and defined basis
for consideration of an idea; 2) methodology
— as an entity or closely related collection of
methods, rules, and disciplinary postulates; 3)
methods — as goal- and problem-ordered types
of procedures, these are especially regular and
systemic ways of setting and realizing the given
goal; 4) techniques — as the manner in which
technical details are treated; to 5) necessary
tools, known also as instruments [10], [41], [47],
[50], [51], [62].

Management tools involve set of
concepts, processes, exercises, and analytical
frameworks. This definition was coined by [47]
and it is based on his survey of management
tools. A general management literature [13],
[50], [53], as well as some other management
authors using the term management tool [33],
[40], does not define it.

Building onthe above findings, amanagement
tool can be defined as an entity of instruments to
support implementation of concepts and ideas
at all levels of conceptualization and realization
of concepts, ultimately aiming to support
organizational processes.

Rigby and his peers proposed a typology
of management tools, defining four groups
of management tools. A typology is framed
in a matrix, having two dimensions: (1) use

of management tools and (2) percentage
of satisfied users. This typology classifies
management tools according to the mean
values of use and satisfaction obtained in
research [47], [48], [49]. Due to the lack of
comprehensive management tools studies in
literature, there is no general valid or content-
related classification of management tools.

In  searching for a content-related
classification, known management tools can be
organized into two groups based on a historical
development of concepts, current use, and their
potential to use. The first group encompasses
traditional management tools that had been
developed in earlier management development
phases. The majority of those tools are today
well-known and most widely globally used tools,
like benchmarking, strategic planning, mission
and vision statements, customer relationship
management, outsourcing, the balanced
scorecard, and customer segmentation [47], [48],
[49]. Literature reveals that globally most used
tools are aimed to support customer satisfaction
(e.g., customer relationship management,
customer segmentation) [27], [45], followed by
those supporting the long-term and clear future
development of an organization (e.g., strategic
planning, mission and vision statements) [25],
[36], [40], supporting competitive comparing
(e.g., benchmarking) [11], [24], and supporting
optimization processes in an organization
(outsourcing, core competencies, business
process reengineering) [21], [42], [43]. There is
also evidence about decreasing the use of some
traditional tools. For example, the popularity
of business process reengineering has fallen
in the last two decades due to numerous
unsuccessful reorganizations of business
processes [14], [40], [49]. Also total quality
management, first treated as a potential source
of sustainable competitive advantage [42], has
become less used when its use did not result in
sustainable profitability [40], [49].

In the second group are contemporary
tools. A brand new management concept
or tool is rarely found, since the majority of
tools have their roots in earlier phases of
management development [41]. This group
encompasses tools for which tool evolvement
is significantly based upon either information
technology development or supporting an
existing management concept with information
technology. This group also encompasses tools
developed in later phases of management
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development. Furthermore, supporting existing
management concepts with information technology,
results in a higher potential for this concept [6],
[41]. Typical representatives of this group are, for
example, shared service centers — aiming to a set
of activities (e.g. HRM activities) under one roof
for selected organizational parts [19]. A really new
tool could be characterized as a corporate blog,
since its serious use is a recent phenomena [39].
Organizations use blogs for direct communication
with their target population, information
dissemination, brand loyalty development, etc.
[39]. Further, radio frequency identification has
become a widely used tool (especially in supply
chains) since it enables acquiring data of any
entity that can be psychically tagged and wirelessly
scanned [35]. Also relatively new are loyalty
management and consumer ethnography [32].
For example, knowledge management gets a very
new dimension of use when electronic databases
are used to store knowledge and interfaces enable
easier knowledge capture and its dissemination [6].
An overview of relevant literature suggests
that there are numerous partial discussions
about management tools, especially those most
widely used. Those discussions are in majority
limited to dealing with single management tools
and in the framework of selected purpose of
discussion, either theoretical, empirical, or both.
A comprehensive study of management tools
is known by Bain Research Group [47], [48],
[49], which examine the use of management
tools in different worldwide regions, users
satisfaction, and selected issues regarding
tools implementation. There is no evidence
about the discussions dealing with the patterns
of management tools use in different areas and
examining reasons for differences in use.
Literature offers different viewpoints for
researching future use of management tools
[11, [3], [41], [58], [61]. We put our focus on
the impact of previous users’ experiences
(considered on the basis of current use)
with management tools use on future use of
management tools by organizational members.

1.2 Previous Experiences
with Management Tools Use

and Their Future Use
Observed behavior in organizations is only
a visible response that is the result of the impact
of interrelated factors that influence employees’
behavior. Literature offers different propositions
of what drives employees’ behavior. Employees’

behavior is driven by: (1) the impact of their
personal values [17], [54], and (2) the joint
impact of cognitive base and personal values
[20]. [1] explains that employees’ behavior
is based on the link between attitudes and
behavior, known as theory of planned behavior.

Different well-known models have aimed
to explain the impact of different stimuli on
employees’ behavior [1], [5], [37] and have several
basic building blocks for explaining (future)
behavior: (1) employees’ own observations (e.g.,
various stimuli from the environment and from
inside of the organization and information about
experiences/observations from peers/colleagues),
(2) perception considered as a cognitive
process that enable employees’ interpretation
and understanding of its surroundings, and
(3) a response that translates perception into
actual behavior.

From existing models, we used for our research
the model of the information-perception-action
(IPA) process, which suggests that employees
first get information from their surroundings (e.g.
coworkers, managers), that motivate, direct, or
influence their behavior. Next is the perception
phase, in which employees attach meaning to
the available information and experiences. Then
the perception, which is based on information,
results in actual behavior [4]. According to the
purpose of this paper, presumptions about the
impact of current use (i.e., experiences with use)
of management tools on future use are based on
[1]'s theory of planned behavior and the cognitions
about the IPA link, as suggested by [16] and later
modified by [5]. Next, we examine each IPA model
phase in more detail.

The first phase of the IPA link is gathering
information. In this phase, employees observe
other users and also gather information about
experiences with management tools use by
themselves. The main sources for obtaining
information are especially other users’experiences
with management tools use in an organization
(e.g., managers, coworkers). Dispatching
positive signals about management tools and
their beneficial use (by organizational members)
is most important in the process of influencing
others and their intentions to use tools. In this
process, also, management plays an important
role, since it gives signals about use and
satisfaction with single management tools to
the other members of the organization through
formal and informal communication [13], [15],
[50], [53]. In terms of informal communication,
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for example, management by wandering
around could carry over their experiences
with management tools to other employees.
Another informal communication technique is
grapevine, which is typically represented by (1)
a gossip chain, where one employee tells many
other employees, and (2) cluster chain, where
a few employees tell selected others. Those are
important channels to disseminate signals of
management tools use.

In  current-day organizations, important
sources of information about experiences with
use of managementtools in organizations include
recommendations,  cognitions, instructions,
requirements, etc., from different types of
organizational channels. Most common are
organizational forums, an organizational intranet,
and an organizational knowledge repository.
Employees can also obtain information about
experiences with management tools outside
their organizations (e.g., scientific publications,
surveys, forums, and social networks). After
having gathered a sufficient level of information,
the phase of perception is set out.

In the second phase, the main purpose
is to determine selected important findings
about current management tools used in an
organization. In that framework, several basic
questions must be answered, like (1) for what
purpose/work has the management tool been
used?; (2) what are the requirements and pre-
conditions for use of management tools (e.g., in
terms of its availability, needed knowledge for
activation); and (3) who uses management tools,
for what work, and in which areas of working?

The perception process, where an
individual creates one’s own picture about
current use of management tools, is importantly
dependent upon an entity of (1) subjective
starting points of employees — namely personal
values, culture, ethics, and norms, (2) as well
as on rational factors related mainly to the
availability of management tools, requirements
for management tools use, etc. Created picture
than represent a base for an action — i.e.,
intended behavior.

The third phase of the IPA process is
action. The perception of gathered information
about management tools use results in
actual behavior. It is evidently that people use
practices that are proven to be good [3], [53]
or have positive signals of others in favor of its
usage in an organization (e.g. managers) [20],
[46]. Based on perceptions about management

tools use, employees’ actions — according to our
research problem — will include the following
actions: (1) the desire to use management
tools among those employees who already
know a single management tool, and (2) the
desire to become familiar with management
tools among those employees who do not
know a single management tool. A future use of
those organizational members that already use
management tools is not considered.

2. Research Design
In the literature, discussions prevail dealing with
single management tools [13], [14], [40], [43],
[57], while groundwork in this field has been
done by Bain research group [47], [48], [49]
with examining use, satisfaction, and trends of
management tools use for more than a decade.
Our research upgrades existing findings
and provides a deeper understanding of the
linkage between current use and future use
of management tools [12], [41]. Our research
is also aimed at identifying current and future
patterns of management tools in catching up
countries. In that framework, we:
= Expanded the scope of researching
management tools. In the first part of the
questionnaire, respondents have to decide
about each management tool whether they:
(1) know it and use it (and whether they are
satisfied or dissatisfied with the tool use),
(2) know it, but don’t use it (and whether
they want to use the tool or do not need the
tool for their work), or (3) do not know it (and
whether they want to get familiar with a tool
or do not need the tool for their work).
= Asked respondents about issues related
to management tools implementation, the
need for tools and education about their use,
the duration of using management tools,
the criteria for selecting tools, and possible
improvements due to the management tools
use implementation. In the third part of the
questionnaire, we collect demographical data.
= Examined the influence of the current use
of management tools on future use of
management tools (1) by employees who
are already familiar with management tools,
and (2) those who want to become familiar
with management tools.
= Examined the influence of the percentage
of satisfied users on the future use of
management tools (1) by employees who
are already familiar with management tools,
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and (2) those who want to become familiar
with management tools.

= Compared the obtained results for Slovenia
and Croatia, as well as with existing literature.

= Discussed future patterns of management
tools use in catching up economies
(e.g., evidence from two former transition
countries), based on experiences from
high-developed economies.

= |ncluded in the survey were 25 management
tools, which were in the last decade most
frequently mentioned in management literature.

= Based our analysis procedures on structural
equation modeling.

2.1 Research Model

The main predisposition underlying our
hypotheses is related to the impact of previous
experiences on the future use of management
tools of those employees who either desire
to start using a tool or become familiar with
a single management tool. We presuppose that

m Hypothesized model

employees’ previous experiences with use and
satisfaction with management tools importantly
influence their desire to use and become
familiar with management tools (i.e., future
management tool use).

In the model are hypothesized relationships
between the following entities of our research
about management tools in Slovenia and
Croatia: (1) use of management tools, (2) share
of satisfied users, (3) desire to use by those
employees who already know a management
tool, and (4) desire to become familiar by those
employees who do not know management tools.
The hypothesized relationships are presented
in Figure 1. The causal model in Figure 1
presents the impact of current management
tools use and the percentage of satisfied users
who use management tools, on desire to use
management tools and on desire to become
familiar with management tools (i.e., future
management tools use).

H1a
Use

Desire to use

H1b
H3

H2a

)

Desire to

Satisfaction H2b

7
become familiar < >

2.2 Research Hypotheses and

Research Question

Based on the presented causal model, the

following hypotheses were postulated:

= H 1: The current use of management tools
is positively associated with the future use
of management tools.

= H 1a: The use of management tools has
a significant and positive impact on the
desire to use management tools for those
organizational members who are already
familiar with management tools.

Source: own

= H 1b: The use of management tools has
a significant and positive impact on the
desire to become familiar with management
tools for those organizational members who
are not familiar with management tools.

= H 2:The current satisfaction with the use of
management tools is positively associated
with the future use of management tools.

= H 2a: The share of satisfied users has
a significant and positive impact on the
desire to use management tools for those
organizational members who are already
familiar with management tools.
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= H 2b: The share of satisfied users has
a significant and positive impact on the
desire to become familiar with management
tools for those organizational members who
are not familiar with management tools.

= H 3:The use of management tools and share
of satisfied users are positively associated.

In line with the aims of our paper, we also
postulated the following research question:
“The pattern of management tools use differs in
organizations operating in catching up economies
and high-developed market economies.”

2.3 Methods Used

Normality tests reveal that majority variables
in research do not markedly violate the
assumptions about normal distribution [23],
[31]. For the research question —comparing the
pattern of management tools use worldwide
— descriptive statistics were used (i.e., mean
values). The examination of relations between
current and future use is based upon structural
equation modeling techniques, as suggested

by [7].

2.4 Data Used

Data were collected in year 2010 in Slovenia
and Croatia. Altogether, we sent 1,500
questionnaires to organizations, respectively
750 in Slovenia and 750 in Croatia. The target
population was management, regardless of
its hierarchical position. In Slovenia, we got
back 210 answers and in Croatia 223 answers.
Considered were only returned questionnaires,
which had very few missing data. We included
in the analysis 155 Slovenian and 185 Croatian
questionnaires. This resulted in a respondent
rate of 28.0% for Slovenia and 29.7% for
Croatia, whereas the overall response rate was
28.9%. Regarding considered questionnaires,
the respondent rate was respectively 20.7%
and 24.7%, while the overall response rate was
22.7%. For both countries, the organizations
included present representative sample (i.e.,
representative regional coverage; the sample
met the basic activity structure of organizations
in the country, with a good fit to the industry-
based structure of the national economy).

2.5 Sample Characteristics
Some basic mean values that characterize both
samples are:

= Anaverage age is 44.35 years for Slovenian
respondents and 36.90 years for Croatian
respondents;

= Slovenian respondents have on average
20.49 years of working experiences, while
their Croatian counterparts on average
13.69 years; and

= Slovenian respondents work in a current
organization on average 9.03 years, while their
Croatian counterparts on average 9.56 years.

A detailed demographic of survey respondents
in Slovenia and Croatia is outlined in Table 1.

3. Results

3.1 Results - Descriptive Statistics
Results about knowing and using management
tools, the share of satisfied users, the desire
to use management tools, and the desire to
become familiar with a single management
tool for employees in Slovenian and Croatian
organizations are outlined in Table 2.

Based on an in-depth analysis of results
regarding knowing and wusing a single
management tool, it is evident that:
= Qutsourcing is the most known and used

management tool in Slovenia, while in
Croatia it is not ranked among the top five
management tools.
= |n Croatia, the most known and used
management tool is mission and vision
statements, while in Slovenia it is not ranked
among the top five management tools.

= After outsourcing in Slovenia and mission
and vision statements in Croatia, the most
used management tools in both countries
are benchmarking and core competencies.

= Several tools are used significantly more in

Slovenian that in Croatia, like outsourcing,

knowledge management, total quality

management, the balanced scorecard,
business process reengineering, mergers
and acquisitions, corporate blogs, strategic
alliances, six sigma, lean operations, etc.

= Only a few tools are more frequently used
in Croatia than in Slovenia, like mission and
vision statements, customer relationship
management, customer segmentation,
shared service centers, etc.

Table 3 presents ranks for the top 10 most
used tools in Slovenia and Croatia.
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Demographic profile of the respondents in survey

Gender Slovenia | Croatia | Organization size Slovenia | Croatia
Male 48.4% 48.1% | Micro (<9) 13.5% 7.0%
Female 51.6% 51.9% | Small (10 —49) 18.7% 8.1%
Education Medium (50 — 249) 43.9% 23.8%
Secondary school 4.2% 9.2% Large (>250) 23.9% 61.1%
Bachelor degree 56.9% 61.4% | Department

Master/Ph.D. 38.9% 29.3% | Research & development 3.2% 17.0%
Type of education Fundamental processes 25.3% 24.7%
Humanistic 2.8% 1.1% Accounting 14.9% 4.4%
Social 68.3% 58.7% | Marketing 11.7% 8.8%
Natural and technical 20.7% 34.2% | Board of directors 29.2% 37.4%
Other 8.3% 5.9% | Other 15.6% 7.7%
Position Economy sector

Specialists 40.7% 44.3% | Primary 1.9% 1.1%
Low management 8.7% 12.6% | Secondary 27.7% 18.6%
Middle management 32.0% 24.6% | Tertiary 43.2% 71.6%
Top management 12.7% 10.9% | Quaternary 27.1% 8.7%
CEO 6.0% 7.7%

Source: own survey in Slovenia and Croatia

Current use, satisfaction, and future use of management tools in Slovenia
Tab. 2: RN
and Croatia (in %) (part 1)

ssosiand Desire to
knowing Satisfied users | Desire to use .
Management tools of tools become familiar

SLO CRO SLO CRO SLO CRO SLO CRO
Strategic Planning 87.1 79 90.6 70.7 58.5 69.1 75.0 81.6
Customer Relationship | 77, | 784 | 875 | 857 | 438 | 580 | 657 | 90.0
Management
Customer Segmentation 69.3 74 97.3 90.1 43.5 48.4 52.2 72.9
Benchmarking 88.4 78.3 94.7 87.6 71.0 73.1 55.6 92.5
“S"'SS'°" and Vision 69 | 886 | 800 | 853 | 654 | 333 | 435 | 33.3

tatements

Core Competencies 72.3 77.3 88.6 75.9 66.7 76.9 54.8 66.7
Outsourcing 89.7 76.2 95.5 71.6 471 37.7 42.9 47.7

Business Process

: ) 71.6 45.4 87.2 94.6 64.1 48.9 46.3 54.5
Reengineering

Scenario and
Contingency Planning

Knowledge Management 79 65.7 86.2 85.5 69.1 78.6 54.8 65.1
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Tab. 2: Current use, satisfaction, and future use of management tools in Slovenia
"3 | and Croatia (in %) (part 2)

Usage_and . . Desire to

s e (el I;r;c:\;vcl,rllsg Satisfied users | Desire to use become familiar
SLO CRO SLO CRO SLO CRO SLO CRO
Strategic Alliances 64.5 36.5 80.8 92.9 40.5 35.3 38.2 55.2
Balance Scorecard 61.7 50.5 98.1 79.4 51.2 50.0 56.9 66.7
hsﬂif]‘:g’e?::r'ﬂ 626 | 527 | 857 | 944 | 275 | 441 | 351 | 233
Growth Strategies Tools 50.9 34.4 81.0 93.3 60.3 69.6 46.7 57.1
mf]'ag:ﬂgﬁt 858 | 634 | 905 | 583 | 50.0 | 523 | 591 | 627
Shared Service Centers 39 42.6 60.0 71.9 18.0 50.0 26.1 53.8
Lean Operations 50.4 13.6 90.0 100 26.5 55.0 36.5 55.1
Collaborative Innovation 51.3 28.4 84.2 68.4 7.7 73.3 55.4 64.6
Loyalty Management 64.6 451 76.7 76.0 53.6 55.4 52.7 81.0
Mergers and Acquisitions | 76.8 54.4 82.8 88.9 27.0 30.3 42.9 44.4
Six Sigma 42.2 32.3 82.4 90.0 35.4 58.3 49.4 57.4
Offshoring 40 34.4 66.7 85.7 32.1 39.6 38.5 42.0
Consumer Ethnography 40.6 32.4 85.7 93.8 34.7 71.4 40.2 47.5
Corporate Blogs 50.9 44.8 96.3 84.2 451 50.8 46.7 46.5
Eﬁitci)ﬁg%t:‘ency 31 235 | 636 | 800 | 297 | 500 | 381 | 413

Source: own
Top 10 most used tools in Slovenia and Croatia

Rank Management tool (Slovenia) % Management tool (Croatia) %
1. | Outsourcing 57 Mission and Vision Statements 61

2. | Benchmarking 48 Benchmarking 49

3. | Core Competencies 45 Core Competencies 48

4. | Knowledge Management 43 Customer Relationship Management | 39

5. | Total Quality Management 41 Customer Segmentation 39

6. [Mission and Vision Statements 36 Outsourcing 38

7. Customer Relationship Management | 36 Knowledge Management 34

8. | Strategic Planning 34 Strategic Planning 33

9. |Balance Scorecard 34 Total Quality Management 27
10. |Business Process Reengineering 30 Business Process Reengineering 21
Scenario and Contingency Planning 21

Source: own
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3.2 Results - Hypotheses Testing

We tested the proposed hypotheses in the
research model for Slovenia and Croatia for
aggregated data, not for a single management
tool. In the interest of space, we outlined the

standardized estimates regarding regression
weights, correlations, and squared multiple
correlations. The results for the Slovenian sample
are outlined in Figure 2 and for the Croatian
sample in Figure 3.

m Hypothesis testing — Slovenian sample
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.30
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Source: own

m Hypothesis testing — Croatian sample

Source: own
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Management tools use. Management a single management tool but do not yet use

tools use has a relatively strong and positive,
even though insignificant, effect on the desire
to use management tools for those who
already know management tools in Slovenia
(B = 0.415, p > 0.05). This means that as the
management tool use increases, so does the
desire to use them by those who already know

them. Management tools use has a relatively
strong and significant effect on the desire to
become familiar with management tools for
those who do not know management tools in
Slovenia (B = 0.442, p < 0.05). This means that
as the management tool use increases, so
does the desire to become familiar with them

36 m 2015



Business Administration and Management

for those employees who do not know them
yet. Management tools use is related to users’
satisfaction with management tools in Slovenia
(B = 0.608, p < 0.05). We can conclude that as
single management tool use increased, so does
the number of satisfied users in an organization.
These results support hypotheses 1b and 3 for
Slovenia, while rejecting hypothesis 1a.

In the Croatian sample, management tools
use is not significantly related to (1) a desire to
use management tools for those who already
know management tools in Croatia (8 = -0.010,
p > 0.05). This means that an increased use
of management tools does not lead to an
increased percentage of an organization’s
members who want to use a management tool
among those who already know management
tools; (2) a desire to become familiar with
management tools for those who do not know
management tools in Croatia (B = 0.283,
p > 0.05); and (3) users’ satisfaction with
management tools in Croatia (3 = -0.307,
p > 0.05). This leads to the conclusion that an
increased use of management tools does not
lead to an increased number of satisfied users.
These results reject hypotheses 1a, 1b, and 3
for the Croatian sample.

Share of satisfied users with management
tools. Satisfaction with management tools use
(i.e., considered as a percentage of satisfied
users) has a positive, but insignificant effect
on (1) the desire to use management tools
for those employees who are already familiar
with management tools in Slovenia (§ = 0.181,
p > 0.05); (2) and on the desire to become
familiar with management tools for those who
do not know management tools in Slovenia
(B = 0.253, p > 0.05). Thus, hypotheses 2a
and 2b are not supported for the Slovenian
sample. Satisfaction with management tools
use is not significantly related to the desire to
use management tools for those organizational
members who are already familiar with

management tools in Croatia (3 = -0.058,
p > 0.05), and to the desire to become familiar
with management tools for those who do not
know management tools in Croatia (8 = -0.104,
p > 0.05). Thus, hypotheses 2a and 2b are not
supported.

The squared multiple correlations show
that 30% of the variance in the desire to
use management tools for those Slovenian
employees who already know a single
management tool can be explained by the joint
influence of the use and satisfaction. Thus, 70%
of the variation in desire to use management
tools cannot be explained with the model. On
the other hand, the results reveal that use and
satisfaction cannot explain variation in desire
to use management tools among Croatian
employees. Further, the results indicate that
40% of the variance in the desire to become
familiar with a single management tool for
Slovenian employees can be explained by the
joint influence of the use and satisfaction. Thus,
60% of the variation in desire to become familiar
with a single management tool is unexplained by
two considered factors. On the other hand, for
the Croatian sample only 11% of the variation
in desire to become familiar could be explained
by the joint influence of use and satisfaction.
The remaining 89% of the variation in desire
to become familiar cannot be explained by two
considered factors.

3.3 Results - International

Comparison

A comparison of single management tools use
in different regions reveals different ranks in
different regions. At first glance, it is evident that
the worldwide most used management tools
are not among the most used in organizations
in former transition economics in Central and
Eastern Europe (i.e., studied examples of
Slovenia and Croatia) and vice versa. The
detailed results are outlined in Table 4.
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Use of management tools worldwide?

Use of management tools

Management tool 2(')‘0; 2:;(;8_ NA EU AP LA | CRO | SLO
Strategic Planning 1 2 1 1 2 1 8 8
a:it:g::;etlatlonshlp 5 4 3 4 1 o 4 6 (1)
Customer Segmentation 7 2 (1) 3 3(1) 5 11
Benchmarking 1 2 2 (1) 9 (1) 2 2
Mission and Vision Statements 5 3 4 7 5(1) 5 1 6 (1)
Core Competencies 5 (1) 4 10 3 3
Outsourcing 5(t) 7 (t) 3(t) 6 1
2‘;2':;?; ePrri?]‘;ess 8 8| 10| 00| 50| 40| tom| 10
Scena}rio and Contingency 9 13 9 8 14 7| 100 12
Planning
Knowledge Management 10 14 12| 10 (t) 7@ 14() 7 4
Strategic Alliances 11 11 7 9 13 13 20 17
Balanced Scorecard 12 6| 13(1) 13 12| 11(1) 13 9
Supply Chain Management 13 12| 13 ()| 14 (1) 11 11(1) 12 15
Growth Strategies Tools 14 16| 10(1)| 10(1)| 15() 6 19 18
Total Quality Management 15 17| 18 ()| 14 (1) 9 () 8 9 5
Shared Service Centres 16 15| 18 (1) 19 (t) 16 14| 23 (1)
Lean Operations 17 - 15| 17 ()| 18(1) 19 25| 23 (t)
Collaborative Innovation 18 22 16 20| 18(t) 18 17 19
Loyalty Management 19 24 21| 17 () 17| 20 (1) 15 13
Mergers and Acquisitions 20 10 17| 14 (1) 22 17| 22() 14
Six Sigma 21 - 22 23 20| 20(t)| 22t 20
Off shoring 22 -l 18 21 24 24 24 25
Consumer Ethnography 23 - 23 (1) 22 21 22 18 21
Corporate Blogs 24 - 23 (1) 24 23 25 16 16
Radio Frequency Identification 25 - 25 25 25 23 21 22

@ Note: Data for Global average (GL) 2006 and 2008, North America (NA) 2006, European Union 15 (EU) 2006), Asia
Pacific (AP) 2006), and Latin America (LA) 2006 are calculated upon the results from management tools research [48,
49]. Data for Slovenia and Croatia are from our research.

Source: own and Rigby [48], [49]
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4. Discussion

The main purpose of this paper was to examine
the linkages between current and future use
of management tools and to discuss future
patterns of management tools use in catching
up countries, with an emphasis on experiences
from two former transition economics — Slovenia
and Croatia. An overview of the literature about
well-known and most used management tools
reveals that discussions dealing with single
management tools are often focused on
a special theme and specific purpose according
to the circumstances of discussion [14], [24],
[32], [42], [43]. From the viewpoint of linkage
between current and future use of management
tools, there is no equivalent or similar approach
in the literature.

Our findings about the impact of current use
(in terms of experiences) on future management
tools use are in line with general cognitions in
literature that previous experiences (e.g., with
use, observations) importantly influence future
behavior (e.g., future use) [22], [46], as well
as with cognitions that co-workers’ previous
experiences (e.g., with use) can influence
other co-workers’ decisions about their future
behavior (e.g., future use) [3], [5], [9], [34].

The relation between the share of satisfied
users and future intentions to use management
tools do not reveal an important association in
Slovenia and Croatia. Generally looking, the
impact of satisfied users on future management
tools use is insignificant. More specifically, for
the Slovenian sample, it is evident that the
impact of the percentage of satisfied users on
future management tools is positive, weak, and
insignificant, while inversely in the Croatian
organizations the impact is negative, and also
very weak and insignificant. Also, the literature
offers very little empirical evidence about the
impact of satisfaction on future use [22], [46],
since in the forefront of this field of researching
are experiences with use, observations, and
recommendations [3], [9].

It is evident that, based on current
management tools use and the percentage of
satisfied users, the proposed model explains
a relatively higher percentage of the variance
in employees’ desire to become familiar with
single management tools (i.e. 40% for Slovenia
and 11% for Croatia) than the variance in
employees’ desire to use management tools
(i.e. 30% and 0%, respectively). The explanation
power is significantly greater for the Slovenian

than the Croatian sample. More precisely,
testing the proposed model revealed that
current management tools use more importantly
influence future tools use (i.e., the desire to use
and become familiar with management tools)
than the percentage of satisfied users.

Further results reveal that the impact of
current management tools use on future use (i.e.
on the desire to use tools for those employees
who already know management tools and the
desire to become familiar with management
tools for those employees who do not know
management tools) is stronger than the impact
of satisfaction with management tools. Thus,
current management tools use importantly
determines the future use of tools by others (i.e.
those who have not used or know management
tools until recently).

Future use or desire to experience, are
dependent upon a synergetic set of (1) rational
and irrational, (2) organizational and personal,
and (3) external and internal factors [5], [13],
[37], [41], [50]. The majority of these factors
do not appear in our proposed model due to their
complexity and extent of research. Including
two possible factors, current management
tools use and the percentage of satisfied
users, it is revealed that they have a jointly and
relatively good explanation power regarding the
future use of management tools through the
perspective of the desire to use management
tools and become familiar with them.

Our findings are in line with findings
from general management literature that
supported the theory that others’ experiences,
recommendations, and observations could
influence future decisions regarding using,
participating, and motivation for use, etc. [17],
[20], [53]. In organizations, these are also
important behavioral signals from management
(e.g., role model for other employees) [9]. Our
findings are also in line with similar findings from
the marketing field (e.g., previous shopping
experiences) [22], [46]. Similar examples are
also known from the education practice, like
the influence of students’ experiences with
single classes to influence the choices of future
students through recommendations.

It can be summarized that the use and
knowing of managementtoolsamongemployees
in Slovenian and Croatian organizations is at
a very similar level. Differences are related to
the priorities about use of single management
tools. Among the most used tools, employees
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in both countries significantly and differently
use (especially) outsourcing, mission and
vision statements, knowledge management,
total quality management, and customer
segmentation. Conversely, some new tools, like
corporate blogs, radio frequency identification,
and customer ethnography, are more intensively
used in catching up countries than in high-
developed societies [12], [41].

In catching up countries (e.g., especially
in former transition countries), management
tools supporting establishing competitive (e.g.,
modern, innovative) organizational design are in
the forefront in order to be more competitive [6],
[26], [33], [38], [56]. Conversely, in organizations
in high-developed economies, management
tools are aimed at supporting activities related
to increase customer satisfaction [27], [45],
[48], [49].

Outsourcing has been at the forefront
of almost every organizational restructuring
during the 1980s in organizations operating in
high-developed countries [21], while nowadays
it lags behind tools aimed at supporting
customer satisfaction [27], [49], clear long-term
development, and competitive comparing [24],
[49]. In the studied catching up countries, this
tool is among the top used; in Slovenia, it is
a top-used tool and in Croatia, it is ranked sixth.

Strategic planning has been among one
of the top used tools since its appearance in
the mid-1960s [36] by organizations in high-
developed countries [49]. But on the other
hand, having strategic planning in both studied
countries as 8th ranked indicates a lack of
long-term planning and orientation, but a focus
of organizational management on short-term
gains (e.g., solving current problems).

Total quality management had been in
the beginning of the 1990s considered an
important source of competitive advantage
[42] and frequently used in organizations in
high-developed economies [40]. Nowadays,
in high-developed organizations, tools aiming
to support customer care are in the forefront,
while total quality management is not ranked
among the top 15 tools [49]. Meanwhile, in
studied transition countries, this tool is ranked
fifth in Slovenia and ninth in Croatia, indicating
again a great need for optimization of all
organizational processes. Also, it is evident from
another catching up country, Tunisia, that TQM
could importantly improve the performance of
studied manufacturing organizations [59].

Further, it is seen in organizations in catching
up countries that a substantial need to acquire
and disseminate knowledge is emphasized
due to the importance of knowledge to build
a modern, innovative organization [4]. In former
transition economies, knowledge management
is perceived as an important tool for increasing
the competitiveness of organizations and the
enhancement of business processes [6], [44], [56].
In that framework [33], for example, knowledge
management is characterized as a tool that will
importantly determine the near future of Czech
organizations. In  high-developed societies,
knowledge management is currently not among
the top 10 used management tools [49].

Comparing different regions, in catching
up countries it is evident there is a substantial
lack of focus on customer service, which is of
huge importance in nowadays economics in
order to fulfill heightening needs of customers
[27]. Poor consideration of various tools
regarding satisfying customers in former
transition economies has its roots in formerly
self-sufficient (e.g. central planned) economics
systems where no concurrent pressures were
present. This tradition has been staying in
organizations since the transition process
began [26], [29], [30].

Giving priority to management tools aiming
to support optimization of organizations in
catching up economies (e.g. former transition
organizations) clearly indicates the need for
substantial organizational transformation in
organizations in these economies [12], [29],
[30], [37], [38]. This reveals a lag of former
transitional organizations behind those in
most developed societies where all forces
are targeted toward increasing customer
satisfaction [49]. This allows us to conclude that
organizations in transitional economies have
not yet completely finished their reorganization
processes in order to become more competitive
[29], [30].

In the near future, we can expect that the
pattern of management tools use in catching up
countries will become much like those patterns
from well-developed market economies. This
assumption is based on our findings that the
current use of management tools influences
their future use. But also high-developed
economies will make progress. Will there still
be the same tools at the pedestal? If not, then
catching up economies will (again) be lagging
behind.
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Conclusion

The proposed model for predicting future
management tools use based on the
information-perception-action link and theory of
planned behavior presupposes that the impact
of current management tools use will positively
influence their future use by employees in
organizations. This paper’s results revealed that
current management tools use has a positive
influence on their future use, while the impact
of the current percentage of satisfied users
with management tools on their future use is
very weak. Those findings are supported with
results from the Slovenian sample, while in
majority are not supported with results from
the Croatian sample. Management tools use
among employees in Slovenian and Croatian
organizations is at a very similar level, while
differences are related to the priorities about use
of single management tools. A comparison of
actual state management tools use in catching
up countries and high-developed economies
reveals different priorities in using management
tools. In high-developed economies, tools
aimed to support customer satisfaction are in
the forefront, whereas in catching up countries
(studied are two former transitional economies)
tools aimed at supporting optimization
processes in organizations are in the forefront.
This is an indicator that organizations in former
transition economies have not yet finished
their reorganization triggered by the transition
process in order to become highly competitive.
Based on our findings that the current use of
management tools influences their future use,
we can assume that a pattern of management
tools use in catching up countries will become
like those in high-developed economies. The
next step in further research could be testing
the model for single management tools in two
studies of countries. Further, the model and
comparison pattern of management tool use
could be carried out in other countries.
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CURRENT AND FUTURE USE OF MANAGEMENT TOOLS
Zlatko Nedelko, Vojko Pototcan, Marina Dabié

This paper examines the use of management tools among Slovenian and Croatian employees,
with the main focus on linkages between the current use of management tools and patterns of its
future use. The authors developed and tested a model for predicting the future use of management
tools based on the current use of tools by employees in organizations, underlying assumptions of
the theory of planned behavior and the information-perception-behavior link. Descriptive statistics
suggest that there are differences in management tools use patterns among Slovenian and
Croatian employees. Among the most used tools, employees in both countries significantly and
differently use (especially) outsourcing, mission and vision statements, knowledge management,
total quality management, and customer segmentation. Using structural equation modeling for
testing the proposed relations in the developed model on samples of Slovenian and Croatian
employees reveals that the current use of tools plays an important role in predicting the future use
of tools in Slovenian organizations, while linkages for the Croatian sample are rather insignificant.
More specifically, the current use of management tools has a positive influence on the future use of
management tools, while the impact of the current percentage of satisfied users with management
tools is very weak. Further, a comparison of results with international data reveals differences in the
patterns of management tools use between former catching up countries (studied are two former
transition economies) and economies with a longer tradition in the market economy. Based on the
current state of management tools use, linkages between their current and future use, and patterns
of tools use in high-developed economies, the authors speculate about the future pattern of
management tools use in catching up countries based on experiences from high-developed market
economies. Those assumptions represent a building block for boosting the use of management
tools in organizations in catching up economies, and thus helping those organizations to reduce the
gap between them and most developed organizations.

Key Words: Croatia, current use, future use, management tools, perception, planned behavior,
Slovenia, pattern of use.
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A COMPARISON OF LOCATION FACTORS
EVALUATION IN THE SECONDARY
AND TERTIARY SECTORS

Eliska Jiraskova

Introduction

Assessment of location factors cannot be
considered stable either from the point of view
of time, or that of particular economic sectors.
[4], [15], [17] However, it is possible to define
economic sectors which can be considered
as demanding a large amount of space
in terms of location factors and economic
sectors which are spatially neutral. Thanks
to the significant instability in evaluation of
localization factors a goal of this article is to find
a possible conformity at least in an approach
to the localization in individual examined
economical branches. Proving this conformity
could be helpful especially when processing
competitiveness of a region and for attracting
economical subjects of examined sectors. The
examined sectors are only secondary and
tertiary sectors because these sectors are
considered as the main power of the economy
nowadays.

The first part of the paper describes the
theoretical background related to localization
of industry and services, proceding from the
oldest theories to the latest ones. Furthermore,
attention is paid to the most important location
factors which influence economic entities. Since
the data are based on primary research, more
attention is focused on the research course. The
selection of respondents is explained, followed
by their characteristics and the process of the
data collection. Finally, the following hypothesis
is verified by means of regression analysis:

The evaluation of particular factors by
industrial entities and service entities can
be considered identical.

1. Theoretical Background to Assess

the Location Theories
From the point of view of location factors it can
be stated that theories specific to particular

sectors were the first to emerge during the
19th and at the beginning of the 20th century.
At first, they focused on agriculture [41] and
next on industry [33], [35], [22] and services
[13]. Localization theory itself started to take
shape during the first industrial revolution
when the primary purpose in the process of
locating an industrial plant was the maximum
reduction in transport costs. The location factor
of Alfred Weber [42] is considered the most
important work on industry and a creator of
a comprehensive classical theory. This theory
assumes that entrepreneurs decide to locate
their plants in such places where they have
the lowest production costs, but the concept
presented by reducing distances cannot be,
because of globalization, considered as fully
valid at this time.

Weber’s work concerning industrial location
factors was further developed for example by
Englénder [7] who emphasized the factor of
goods demand and goods supply or by Edgar
Hoover (1948) who sought to find higher profit
in the localization process in ,connecting®
industrial plants to basic production activities
of a particular geographic area. Yet these two
theories are thought to be current. The demand
and interconnection of production activities in
one area can, at present, be seen especially
in large industrial enterprises. As an example,
the automotive industry could be mentioned.
Conversely, there could be registered
a decrease in the importance of Weber's
microeconomic criteria, which are resources at
labour market. [14]

Another important milestone in industrial
location factors was the opening of economies.
Reduction of transport costs, globalizing
environment and structural changes of economy
from the primary sector to the secondary and
subsequently to the tertiary sector are related
to the change of the importance of the particular
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location factors and to the change of space
costs. The theory known as sector base theory
is based on these development changes in the
composition of economic activities. This theory
shows that primary sector growth is typical for
the first stage of the region’s development and
is followed by the growth of the manufacturing
industry. Not only does this cause growth in
production, but also workforce productivity
and workforce migration, which leads in turn
to changes in workforce and capital allocation
and to a transfer of these production factors
from one economic sector to another one.
Unemployment in the tertiary, or eventually in
the quaternary sectors may become a criterion
of the level of development of the region in
question.

For this reason, it is not possible to consider
the approach to industry location factors as
identical to the approach to service location
factors. The central place theory (CPT)
by Christaller [13] is regarded as the most
important service location theory. It explains
spatial organization of the economy as a whole.
A simplified premise of this theory is an area
where there are no natural or other barriers.
Even though Christaller's ideal model, where
clients and company owners behave rationally
and where natural resources as well as
consumers are equally distributed in space,
does not exist in reality, this theory has its
practical importance and it is used, for example,
by Mori, Nishikimi and Smith [29] for industry
location factors. Sombart (1934) also dealt with
service location factors. In his theory, he divided
cities into two basic groups of internally oriented
and externally oriented cities. The first group
focuses on providing services especially to
their own residents. The production of externally
oriented cities focuses not only on their own
residents, but also on services provided for their
surroundings. According to Coffey and Polése,
[3] there are three main factors of service
localization:
= 3 highly skilled workforce;
= additional services;
= costs related to delivery to the market.

Dunning [6] and Krugman [20] with their
new economic geography belong to the
representatives of the newer location theories.
This theory has been developed by several
other economists and geographers. [9], [25]
Unfortunately, the new economic geography is

not able to explain where particular industries
will occur and why they occur in some specific
areas more often than in some others. This
issue is the subject of many studies primarily on
the regional basis. Furthermore, there appears
an effort to explain the localization placement
process regardless of the economic sector.

1.1 Theoretical Bases of Location

Factors
A location factor means cost economies carried
out by a company due to appropriate spatial
perception and it is thus seen as a competitive
advantage. The fundamental aim of location
theories is to define location factors and, given
the rational behaviour of economic entities,
to determine their optimal space distribution.
Decision-making is, however, often based
on routine decisions rather than on rational
decisions and the behaviour of economic entities
is not always based on profit maximalization.
[30] A major reason for choosing the so-
called satisfactory variant is also the fact
that traditional location factors (transport and
workforce costs) are constantly losing their
importance and their influence on localization
decision-making is weakening significantly. [27]

There is no general overview of location
factors classification. For example the concept
of location factors classification is their division
into soft and hard is at this time often used.
Hard factors are those which influence regional
dispositions for a particular economic activity
and they also have a direct impact on the net
profit of a particular economic entity. Soft factors
in the scope of this theory are those whose
impact on economic outputs is not directly
measurable, which means that they do not
accrue in the accounts. [34] These factors have
recently become increasingly significant and
they are attributed to the increasing importance
of the process of localization choice. [42]
The main advantage of these factors is that
they get closer to current trends in economic
development. On the other hand, their main
disadvantage is the fact that it is very difficult
and sometimes nearly impossible to measure
them.

Since there are many approaches to
localization the list of classification from which
the final selection came is due to better clarity
categorized in Tab. 1.
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The typology of localization factors

Author Type of LF Examples of LF
Ponikelsky [32] General Location, infrastructure, environment
Starzycna [36] General Ditto as Ponikelsky + human resources, brownfields.
Wokoun [43] Regional Ditto as Starzycna + intangible factors, Residential

development

Structure

Grabow a Hollbach-
Grémig [10]

The soft could be important without becoming hard ones.

Hard — availability by qualified human resources, areas,

transport infrastructure.

Soft business and
individual and hard

Soft business — are immeasurable, because they depend
on a subjective evaluation of the businessman.

Soft individual — matter of personal preferences
of management and employees.

Own summar .
y International

Political-economic environment, exchange rate regime,
social empathy, favoured credit terms.

Lésch [23] Macroeconomic

Market size, transport costs.

WL (2] Microeconomic

Market, technological, regulatory, competitive
and geographical.

26 current location factors been examined
in the scope of empirical research. These
factors were selected from different types of
groups in which it was possible to presume
some importance in the scope of examined
economical entities. The selection of the
examined localization factors was based on
literature research and to a final selection the
factors which suppose to have the biggest
influence on not only economical subjects
but even more on economical subjects in
a industrial sector and in services were chosen.

For greater clarity, selected factors
were divided into 4 groups. In these groups,
individual factors can be further divided into
several subgroups. In general, microeconomic
location factors are primarily concern. However,
some attention is paid to some macroeconomic
factors because of their complexity and
presumed influence. For greater clarity, the
examined factors were recorded into a clearly
arranged diagram, see Tab. 2.

2. Empirical Research Methodology
of Location Factors for Small and

Medium Enterprises
The examined location factors were chosen on
the basis of a review of literature, with particular

Source: own

emphasis being placed on the important
location factors of small and medium-sized
enterprises based in the Czech Republic.
[16], [19] The primary sector was completely
eliminated from the examination, as it is not
influenced by the examined factors and it is very
complicated to reach selected respondents.
Another reason not to include the primary
sector in the research is the reduction of the
share of agricultural activities in GDP, especially
in favour of the tertiary sector. In the research
there were included 13 economic sections with
the following characteristics:

= the factors that are affecting them;

= the possibilities to reach them;

= the decisions for their localization.

The sorting of the research features was
conducted according to the classification
CZ-NACE and for the final research there
were selected 13 sections, of which a total
of 455 companies were addressed with the
questionnaire. There was no expectation of
100% interest in the questionnaires. Thus in
each section, 35 small and medium sized
companies were responded, out of which
22% were from the secondary and 78% from
the tertiary sector. This corresponds roughly
with the share of GDP in the Czech Republic
because in 2010 the service sector participated
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An overview of examined location factors

Regional and local

Soft

Tradition and history of the site

Quality and attractiveness of the area
City background

Availability of information and communication
technology

Economic situation of the region

Image of the region

Leisure opportunities

Cooperation with state administration
Quality of job centres

Presence of foreign companies
Availability and quality of research centres

Hard

Level of taxes and fees

Availability of office and non-residential
premises

Prices of areas and buildings
Environmental requirements, conditions and
standards

Business

Geographical proximity

Other

- of clients Availability of additional services
- of competing companies Possible cooperation with competing enter-
- of suppliers prises
Proximity plants belonging to the same
company
Work-related
Soft Hard non-cost Hard cost-related

Mentality of the staff
resources

Availability of qualified human

Workforce cost

Infrastructural

Non-cost

State of transport infrastructure

Cost-related

Shipping costs

in the creation of GDP with about 61%. [5] So we
can see a clear dominance of the tertiary sector.
[12] It could be said that in the Czech Republic
there are generally fewer industrial companies
than services and because the respondents
were selected by random sampling, the primary
goal was not the equal representation of both
sectors. As it was said previously, 13 economic
sectors were ranked into the research. The
following 3 sections of the industry sector were
addressed:
= water supply, services connected to
wastewater and waste processing and
remediation;
= manufacturing;
= construction.

Source: own

The following 10 sections of the service
sector were addressed:
administrative and supportive activities;
transport and storage;
information and communication activities;
real estate activities;
other activities;
finance and insurance;
professional, scientific and technical activities;
accommodation, catering and hospitality
industry;
wholesale and retail business;
education.

The changing industrial structure of the
economy can be considered as one of the drives
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of the competitiveness in the region. According
to Viturka [40], the explanatory power of the
existing studies on the impact of the sector
structure of the state in the region is only partial.
It is not possible to confirm that the services are
usually less concentrated than the industry. [37],
[45] The processes of the changes in economy
lead to the changes in the workforce, capital
allocation and to the transfer of the production
factors from one sector to another. The paper
also summarizes which location factors play
the biggest role in the location of services in
particular and which others are important for
industrial production enterprises.
Questionnaires were chosen as the
most appropriate technique for conducting
empirical research in the scope of the research
described. First of all questionnaires were sent
electronically to respondents. The contacted
respondents were asked which of the above
mentioned location factors are important for
their localization, in relation to the type of their
economic activity. Due to the small number of
questionnaires which were returned, frequent
e-mail delivery failures and occasional lack
of electronic communication, the electronic
survey was completed by phone interviews.
A scale of 1 to 5 points was chosen for the
questionnaire inquiry (with 1 point equalling
absolutely unimportant, 2 = rather unimportant,
3 = neither important, nor unimportant, 4 =
rather important, 5 = absolutely important), and
the so-called zero point was also taken into
account. This method of questioning allowed
easier processing of the results obtained.

3. Importance of the Examined

Factors in Terms of Sectors

There are a number of studies focused on
location factors of industrial enterprises. [21],
[28] Due to fatal consequences associated with
a failure in localization of industrial enterprises
and with significant costs connected with
eventual change of location, it was assumed
that greater importance of individual location
factors will be proved in secondary sector
enterprises. This assumption was confirmed, as
half of the examined factors was evaluated as
more important in industrial enterprises. Unlike
the tertiary sector enterprises, the industrial
enterprises put more emphasis especially on
the following criteria:

= tradition and history of the site;

= availability and quality of research centres;

cooperation with state administration;

quality of job centres;

level of taxes and fees;

environmental requirements,

and standards;

geographic proximity of suppliers;

availability of additional services;

= possible cooperation  with
enterprises;

= proximity of a plant belonging to the same
company;

= qualified human resources;

= state of transport infrastructure;

= shipping costs.

Based on the research results, we may also
define four location factors which do not play
a significant role in case of industrial enterprises
and which are taken into account only in the
location process of economic entities providing
their clients with services. These include:
= availability ofinformationand communication

technology;
= jmage of the region;
leisure opportunities;
= workforce cost.

conditions

competing

4. Verification of Assessment

Conformity

Simple linear regression was used to describe
dependencies among individual sectors. The
mutual dependence of the assessment of
location factors of the enterprises belonging
to the secondary and the tertiary sectors was
assessed due to the above mentioned simple
linear regression. The initial regression model
was the usual form (1) for which the variable
Y equals to factor assessment by tertiary
sector enterprises, X to factor assessment by
secondary sector enterprises, B, corresponded
to direction and regression quotient expressing
dependence of the change of value of Y in case
Xis changes, B, absolute parameter or quotient
and the last part of it is a random variable.

Y=B,+BX+E (1)

The following hypotheses were tested in the
first stage:

H,: The selected functional relationship between
dependent and independent variable does
not exist.

H,: The selected functional relationship between
dependent and independent variable exists.
The statistical importance of individual
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regression parameters was also tested. In
particular it concerns the verification of the
importance of direction and quotient. Given
that the hypothesis claiming that it is possible
to consider the B, quotient to be statistically
unimportant was verified at the 5% significance
level, then it is possible to modify the regression
model to the form (2):

Y=BX+€E @)

and to verify again the following hypothesis,

based on the equation without a constant:

H,: The selected functional relationship between
dependent and independent variable does
not exist.

H,: The selected functional relationship between
dependent and independent variable exists.
This is followed by the hypothesis on

statistical importance of the direction of the

B, parameter and the hypothesis concerning

assessment conformity between enterprises

belonging to individual sectors was tested in the

final stage, given that if it is possible to consider
individual assessments to be identical, null
hypothesis rejection must not occur.

In case of statistical importance of individual
parameters, it is possible to define the region of
acceptance as W (3) with the test criterion T (4).

W={T:ITI>t,_o (n—1)} 3)

- S @

S

If the test criterion is not included in the
region of acceptance, we do not reject the null
hypothesis and the assumption that 8, = 1 has
been confirmed and individual assessments
may be considered to be identical in the
scope of both examined sectors.

For greater clarity, the conformity
assessment of both examined sectors will be
described for working factors only, hypotheses
having been verified analogically also for the
other three groups of factors.

Tab. 3: Regression analysis for the group of working location factors in the model
2 with a constant

Parameter Estimation . Te_st Crlt!cal P-Value
criterionT region
Parameter 31 : b1 estimation 1.162 22.422 2.770 0.000
Parameter B0 : b0 estimation -7.375 -2.738 2.770 0.052
Test Critical
criterion F region W A
Variance analysis 502.77 7.71 0.000
Source: own

Tab. 3 shows the existence of a functional
dependency  between  dependent and
independent variables, as for variance analysis
the P-Value = 0.000 and the critical region W
={F: F>F (1.4) => 502.77 > 7.71). We can
therefore reject the H, hypothesis: The selected
functional relationship between dependent and
independent variable does not exist, and at
the same time, we do accept H, hypothesis:
The selected functional relationship between
dependent and independent variable exists.

The statistical importance of individual
regression parameters was also tested, and
its results allow us to state that, unlike the B,
parameter, the B, parameter is not statistically

important and the regression function can
thus be transformed into the model without
a constant and the tested hypotheses for this
model may be repeated, see Table 3.

The values listed in Tab. 4 for the variance
analysis show that we reject the H, hypothesis
and we do not reject the H, hypothesis, and
there is a statistically important relationship
between the analysed variables. Tab. 4 also
shows an evident statistical importance of the
B, direction in the scope of which we reject the
H, hypothesis.

The last step to be made in order to verify
conformity of individual assessments by means
of the following hypothesis:
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Tab. 4: Regression analysis for the group of working location factors in the model
3 without a constant

b1 parameter Estimation 'Te'st Critical region P-Value
criterion T
Parameter (31 : b1 estimation 1.037 27.332 2.57 0
Test Critical
criterion F region W AT
Variance analysis 747.04 6.610 0
Source: own
Hy:B,=1 to consider the assessment of individual
H:B,#1, sectors to be identical in the scope of working

with the test criterion T:

T={(1.037-1)/4.833}* JZx 16203 = 0.996,

and the critical region W = {T: IT| = 0.996 > t, «
(5) = 2.57}. As T is not an element of W, wé
do not reject the H hypothesis and it is possible

factors. The same procedure was also applied
to the other groups of factors, which show that
enterprise assessments in the secondary
sector and those in the tertiary sectors
can be considered identical in terms of all
groups of location factors. Figure 1 shows
a graphical representation of the regression
function for regional and local factors.

m Regression fuction for regional and local factors

96

86

76

66

Industry

56

46

36

Lo b bova b b baaaa l

w
(3]
S
(4]
(3]
(3]

Services

Discussion

Location factors cannot be taken as universal
from perspective of individual sectors of the
national economy. The research results prove
an clear increase in the emphasis that is being
placed on location factors in case of industrial
enterprises whose costs associated to the
change of localization are considerably higher
that in the case of localization of services.
Both sector may, nevertheless, expect the

Source: own

influence of the behaviour imitation of other
economic entities. [1] In a case of services as
well as in industry was found a sameness of
the examined localization factors. Practically
it means that even though localization factors
are evaluated as more important by industrial
enterprises from the view of the sectors of
national economy is possible to consider the
evaluation identical. The results of the research
could be helpful in the preparation of a regional
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strategy of a development of the business
environment in the regions of the Czech
republic which could better accentuate factors
influencing the choice of place of business of
subjects which the region wants to attract in. It
is clear that not only big industrial enterprises
but also economical subjects providing services
consider their localization.

Generally speaking, the location factors of
industries and business services are largely
influenced by modern technologies which
have changed the importance of these location
factors. Especially in the tertiary sector, the
proximity to customers is not so important
anymore [44] and, also, this factor can be now
considered as consistently rated within the two
studied sectors. It should also be noted that both
sectors play the key role in the development of
the region and in the regional economic growth,
[8], [2], [11], [26] which often corresponds with
the cultural dimensions, infrastructure [38] and
other location factors.

Location theories constantly change,
evolve and reveal new factors. Initial location
theories aimed to reveal location factors which
were important for agriculture. Another stage
of the development of these theories was the
development of industry and the change of
perception of the need to choose appropriate
localization connected to it. In terms of sectoral
structural change to the national economy,
the last change came with the rapid increase
of the tertiary sector. Technological progress
also has a major influence on the incessant
development of location factors. Shipping costs
may be cited as an example. Since Weber's
times, their importance has been gradually
decreasing in terms of their influence on
localization-related decision-making. [24] It can
be expected that further advance in perception
of existing localization factors will take place in
the future. Because of it this topic is considered
as constantly actual and it is vital to continue to
examine it and evaluate it. Besides long known
localization factors it is important to consider
new localization factors which form thanks to
technological progress and to comparison of
them in a long therm.

The change in the approach to localization
is, of course, also caused by other external
influences. Examples of this are the constantly
changing business environment, increasingly
open character of the market and changes in
the behaviour of customers. Underestimating

external influences and the localization stage
may have fatal consequences for the future
development of the given economic entity.
Several recent studies confirmed the fact that
a correct localization may be a determining
factor for competitiveness of the given economic
entity. [18]

Conclusion

The described research dealt with the
evaluation of selected current location factors
in the individual economical activities of the
secondary and the tertiary sectors. The first
part of this paper was focused on the review
of location theories related to secondary and
tertiary sector. From this review 26 location
factor were chosen, divided into 4 groups —
regional and local factor, business factors,
work-reletad and infrastructural factors
— and examined. It was assumed that greater
importance of individual location factors will
be proved in secondary sector enteprises,
due to the significant costs connected with the
eventual change of location. This assumption
was confirmed, because in term of average
evaluation the industrial enterprises evaluated
a half of examined particular factors as more
important than the service enterprises did.

Mainly it is:

= availability of additional services;

= possible cooperation with competing
enterprises;

= qualified human resources;
= state of transport infrastructure;
= shipping costs.

Although some examined location factors
can be considered as more important for
industrial enterprises in term of average
value after their summarization in the same
topical groups, it is not possible to reject the
hypothesis: The evaluation of particular
factors by industrial entities and service
entities can be considered identical. We
can state that every individual evaluation
can be considered as very similar in term of
examined groups. Results can be considered
proven, since about 450 survey respondents
from the Czech Republic were selected by
random selection with great feedback return
questionnaires. A representation of individual
enterprises corresponded with the structure of
national economy of the Czech Republic.

The research shows that general
understanding of local factors can be considerd
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as very close for the economic entity of the
two biggest sectors of the national economy,
in spite of the fact that everage value of
individual examined factors indicate their bigger
importance for industrial enterprises in the
individual cases.

References

[1] BOSCHMA, R. A. and FRENKEN, K. Why
is Economic Geography not an Evolutionary
Science? Towards an evolutionary economic
geography. Journal of Economic Geography.
2005, Vol. 6, Iss. 3, pp. 273-302. ISSN 1468-
2710. doi:10.1093/jeg/Ibi022.

[2] BOTER, H. SME perspectives on business
support services: The role of company size,
industry and location. Strategic Direction. 20086,
Vol. 12, Iss. 2, pp. 244-258. ISSN 0258-0543.
doi:org/10.1108/sd.2006.05622baf.007.

[3] COFFEY, W. J. and POLES, M. Producer
Services and Regional Development: A policy-
oriented perspective. Regional Science. 1989,
Vol. 67, Iss. 1, pp. 13-27. ISSN 1056-8190.
doi:10.1111/j.1435-5597.1989.tb01179.x.

[4] DAMBORSKY, M. a WOKOUN, R.
Lokalizaéni faktory malého a stfedniho
podnikani v podminkach ekonomiky CR. E+M
Ekonomie a Management. 2010, Vol. 13, Iss. 2,
pp. 32-43. ISSN 1212-3609.

[5] Databaze roc¢nich ndrodnich uctd [online].
Praha: Cesky statisticky ufad, 2011 [cit. 2012-
01-29]. Available from: http://apl.czso.cz/pll/
rocenka/rocenka.indexnu.

[6] DUNNING, J. H. Location and the
multinational enterprise: A neglected factor?
Journal of International Business Studies.
1998, Vol. 29, Iss. 1, pp. 45-66. ISSN 0047-
2506. doi:10.1057/palgrave.jibs.8490024.
[7JENGLANDER, O. Theorie derVolkswirtschaft.
Wien: J. Springer, 1930.

[8] FELDMAN, M. P. and FLORIDA, R.
The geographic sources of innovation:
Technological infrastructure and product
innovation in the United States. Annals of the
Association of American Geographers. 1994,
Vol. 84, Iss. 2, pp. 210-229. ISSN 1467-8306.
doi:10.1111/j.1467-8306.1994.tb01735.x.

[9]1 FUJITA, M., et al. The spatial economy: Cities,
regions and international trade. Cambridge:
MIT Press, 2001. ISBN 978-0262561471.

[10] GRABOW, B. and HOLLBACH-GROMIG, B.
Weiche  Standortfaktoren.  Schriften  des
Deutschen Institut flir Urbanistik Band, 89.
Stuttgart-Berlin-Kéln: Dt. Gemeindeverlag, 1995.

[11] HOFSTEDE, G. The business of
international business is culture. International
Business Review. 1994, Vol. 3, Iss. 1, pp. 1-14.
ISSN 0969-5931.

[12] HOLUB, A. Strukturalni odvétvové zmény
v procesu transformace Ceské ekonomiky -
s ohledem na mezinarodni aspekty. Politicka
ekonomie. 1998, Vol. 46, Iss. 6, pp. 788-804.
ISSN 0032-3233.

[138] CHRISTALLER, W. Central Places in
Southern Germany. New Jersey: Prentice Hall,
1966.

[14] IVANICKA, K. Uvod do ekonomicko-
geografického vyskumu. 1. vyd. Bratislava:
Slovenska akadémia vied, 1971.

[15]JEZEK, J. Prostorové a regionaini ekonomika.
1t ed. Plzen: Vydavatelstvi Zapadoleské
univerzity, 1998. ISBN 80-7082-483-2.

[16] JIRASKOVA, E. Faktory lokalizace malych
a strednich podnikti v Ceské republice. 1% ed.
Liberec: Technicka univerzita v Liberci, 2011.
ISBN 978-80-7372-782-6.

[17] JIRASKOVA, E. Vyznam vybranych
faktort lokalizace pro malé a stredni podniky.
Liberec, 2013. 177 pp., 30 pp. app. Disertacni
prace (Ph.D.). Technicka univerzita v Liberci,
Ekonomicka fakulta.

[18] KARAKAYA, F and CANEL, C.
Underlying dimensions of business location
decisions. Industrial Management + Data
Systems Competitiveness Review. 1998,
Vol. 98, Iss. 7, pp. 321-329. ISSN 0263-5577.
doi:10.1108/02635579810205395.

[19] KOLEKTIV autor(i. Uvod do regionélnich
véd a verejné spravy. 4" ed. Plzen: Vydavatelstvi
Ale$ Cenék, 2004. ISBN 80-86473-80-5.

[20] KRUGMAN, P. Increasing returns and
economic geography. Journal of Political
economy. 1990, Vol. 99, Iss. 3, pp. 483-499.
ISSN 0022-3808. doi:10.1086/261763.

[21] KUPKE, V. and PEARCE, J. Changing
industrial location and site preferences for small
business: a south Australian case study. In:
Pacific-Rim Real Estate Society Fourth Annual
Conference. Perth: Western Australia, 1998.
[22] LAUNHARDT, W. Mathematische Begriidung
der Volkswirtschaftslehre, Leipzig, 1885.

[23] LOSCH, A. The Economics of Location. 7t
ed. USA: The Murray Printing Company, 1978.
ISBN 0-300-00727-2.

[24] MALECKI, E. J. Telecommunications
technology and American rural development
in the 21" century. OTA Follow up conference
report. Kentucky: University of Kentucky, 1996.

54 E M 2015, XVIIl, 1



Business Administration and Management

[25] MARTIN, R. The new ,geographical turn“in
economics: some critical reflections. Cambridge
Journal of Economics. 1999, Vol. 23, Iss. 1,
pp. 65-91. ISSN 1464-3545. doi:10.1093/
cje/23.1.65.

[26] MASKELL, P. Towards a knowledge-based
theory of the geographical cluster. Industrial
and Corporate Change. 2001, Vol. 10, Iss. 4,
pp. 921-943. ISSN 1464-3650. doi:10.1093/
icc/10.4.921.

[27] MATOUSKOVA, Z., et al. Regionaini
a municipaini ekonomika. Praha: VSE, 2000.
ISBN 80-245-0052-3.

[28] MAZZAROL, T. and CHOO, S. A study of
the factors influencing the operating location
decisions of small firms. [online]. Property
management. 2003, Vol. 21, Iss. 2 [cit. 2012-
09-15], pp. 190-208. Available from: http:/
search.proquest.com/docview/213302163/
abstract/1396210C8BC65B3E01F/27?accountid=
17116. doi.org/10.1108/02637470310478918.
[291 MORI, T., NISHIKIMI, K.and SMITH, E.T.The
Number-Average Size Rule: A New Empirical
Relationship Between Industrial Location and
City Size. Journal of Regional Science. 2008,
Vol. 48, Iss. 1, pp. 165-211. ISSN 0022-4146.
doi:10.1111/j.1467-9787.2008.00550.x.

[30] NELSON, R. R. and WINTER, S. G. An
Evolutionary Theory of Economic Change.
USA: Cambridge, 1982. ISBN 0-674-27228-5.
[81] Netherlands Economic Institute in
cooperation with Ernst & Young. New location
factors for mobile investment in Europe.
Brussels Luxembourg: Office for Official
Publications of European Communities, 1993.
ISBN 92-826-5859-7

[32] PONIKELSKY, P, KOSTEJNOVA, Z. and
KUPKA, V. Ekonomika municipalit a regiont
[online]. Praha: VSRR, 2008 [cit. 2011-08-19].
Available from: http://www.vsrr.cz/reg/kestazeni/
emr2.pdf.

[33] ROSCHER, W. Studien lber Naturgesetze,
welche den Zzweckméssigen Standort der
Industriezweige bestimen. Heidelberg, 1865.
[34] RUMPEL, P, SLACH, O. and KOUTSKY, J.
Mékké faktory regiondiniho rozvoje. 1% ed.
Ostrava: Repronis, 2008. ISBN 978-80-7368-
435-8.

[35] SCHAFFLE, A. E. Das Gesellschaftliche
System der menschlichen Wirtschaft. Tibingen,
1873.

[36] STARZYCZNA, H. Prostorovéd ekonomika.
1st ed. Opava: Slezska univerzita v Opave,
2007. ISBN 978-80-7248-439-3.

[37] VASICEK, B. Prostorovd ekonomie
a prostorové externality: Prehled teorie
a empiricka evidence. Politicka ekonomie. 2008,
Vol. 56, Iss. 5, pp. 684-708. ISSN 0032-3233.
[38] TOTLING, F. and WANZENBOCK, H.
Regional differences in structural characteristics
of start-ups. Entrepreneurship and Regional
Development. 2003, Vol. 15, Iss. 4, pp. 351-370.
ISSN 1464-5114. doi:10.1080/0898562032000
0589283.

[39] VITURKA M., et al. Investicni atraktivita
vybranych mést Ceské republiky. 1%t ed. Brno:
Vydavatelstvi MU, 1998. ISBN 80-210-2007-5.
[40] VITURKA, M. Konkurenceschopnost
regiont a moznosti jejiho hodnoceni. Politicka
ekonomie. 2007, Vol. 55, Iss. 5, pp. 637-657.
ISSN 0032-3233.

[41] von THUNEN, J. H. Der Isolierte Staat
in  Beziehung auf Landwirtschaft und
Nationalékonomie. Hamburg: Puthes, 1826.
[42] WEBER, A. Theory of the Location of
Industrie. University of Chicago, 1969.

[43] WOKOUN, R. Regionalni konkurence-
schopnost a faktory regionélniho rozvoje v CR.
In: KLIMOVA, V. (Ed.). Sbornik prispévkii
z Xl. mezindrodniho kolokvia o regionalnich
véddch 2008. 1¢ ed. Brno: Masarykova univerzita,
2008. pp. 24-32. ISBN 978-80-210-4625-2.
[44]ZAHEER, S., LAMIN, A.and SUBRAMANI, M.
Cluster capabilities or ethnic ties? Location
choice by foreign and domestic entrants in the
services offshoring industry in India. Journal
of International Business Studies. 2009,
Vol. 40, Iss. 6, pp. 944-968. ISSN 0047-2506.
doi:10.1057/jibs.2008.91.

[45] ZIZKA, M. Sluzby v kontextu podnika-
telského prostfedi Ceské republiky. E+M
Ekonomie a Management. 2012, Vol. 15, Iss. 4,
pp. 97-109. ISSN 1212-3609.

Ing. Eliska Jiraskova, Ph.D.
Technical University of Liberec
Faculty of Economics

Department of Business Economy
and Management

eliska.jiraskova @tul.cz

1, XVIIl, 2015 E M 55



Ekonomika a management

A COMPARISON OF LOCATION FACTORS EVALUATION IN THE SECONDARY
AND TERTIARY SECTORS

Eliska Jiraskova

The paper deals with the evaluation of selected current location factors in the individual economical
activities of the secondary and the tertiary sectors. These two sectors were chosen because of
the increasing importance of appropriate localization and huge costs associated with its change.
A review of literature on location theories related to both examined sectors is carried out in the first
part of the paper. In the scope of this review, a brief description of location factors can be found. It
is followed by a diagram of chosen location factors. 26 factors were divided into four groups — local,
business, workforce and infrastructural factors. This classification is used for a better and clearer
understanding of the chosen factors. The following part of the paper contains a description of
the research methodology, including the appropriate choice of investigative method and a detailed
characteristics of chosen respondents. As well as the primary sector, large enterprises were
eliminated, as focusing described research to very small, small and medium-sized enterprises is
much easier and, in case of SME, it is also possible to presume a stronger emphasis placed on the
location factors under examination.

The aim of the paper is to verify by means of regression analysis whether the assessment of
both sectors can be considered identical. This hypothesis was confirmed in all examined groups
and therefore it is not possible to presume a different perception of location factors in the case of
industrial enterprises in comparison to enterprises providing services.

Key Words: Location factors, regresion analysis, secondary and tertiary sector.
JEL Classification: C12, R10, R53.
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CHANGES OF EMPLOYEE MOTIVATION
OF SLOVAK ENTERPRISES DUE TO GLOBAL

ECONOMIC CRISIS

Jan Zavadsky, Milos Hitka, Marek Potkany

Introduction

The year 2008 can be considered the
beginning of the economic crisis in Slovakia
when we really started to feel the pressure of
the financial crisis. However, hardly anybody
expected it to have such substantial impact
not only on the Slovak but also on the global
economy. Interaction among countries,
globalisation and international relations caused
a domino effect. The economic crisis can also
initiate some optimisation and organisational
restructuring in enterprises. At the present
time a massive downsizing occurs and many
companies even stop their activities. In several
enterprises, after organisational restructuring
and downsizing, a problem with motivation of
remaining employees occurs — how to motivate
them without increasing the expenses. The best
way is to start using other forms of motivation
and investing in development of remaining
employees. The aim of the paper is to compare
the changes in levels of motivation in Slovakia
before the economic crisis and the current
state, to define potential significant difference
in level of motivation factors and subsequently
to determine potential changes in levels of
motivation factors that would cause the change
of the enterprise motivational programme.

1. Employee Motivation During the

Economic Crisis

The period of recession is a difficult period
not only for employees but for employers, too.
In a situation when the enterprise does not
face the recession, the process of employee
motivation is relatively simple. As the recession
influences the workplace atmosphere, it is
particularly difficult for each senior manager
to increase employee motivation. However, if
employees work with enthusiasm even during
the time of recession, it can also indicate that

the enterprise may recover from the recession
faster and without any serious damage. Senior
managers should not forget the fact that their
employees are influenced also by the way
they communicate with them or by the body
language. All superiors who have more power,
responsibility and competences should be
able to motivate their team and subordinates
also at the time when the first impact of the
recession occurs in the enterprise [21]. When
the first impact of the economic crisis occurs
in the enterprise, most of traditional methods
of motivation applied by the management
before this time cannot be carried out.
Various incentives, extra holidays, corporate
entertaining and rewards which are the most
commonly used tools of motivation, seem to be
less important in the atmosphere of insecurity.
During the recession employees lose mainly the
sense of security. This situation is very stressful
for employees and consequently it affects the
quality and employee productivity in a negative
way [5], [15]. Some methods can be used to
manage the period of crisis by means of non-
monetary rewards of employees — to restructure
teams, arrange educational activities in the
enterprise, train employees, offer language and
IT courses, management training, professional
courses, seminars and trainings furthermore
to benefit by several outsourcing tools of the
market [17].

If the enterprise wants to keep employee
productivity and their willingness to work
it is appropriate to offer them motivational
programme that makes them feel important for
the enterprise [14].

According to the authors [4], [13], [20], [22]
other ways and types of motivation applied
during the economic crisis can be differentiated:
= Creating teams — building teams is a big

step towards motivation that integrates

all powers in the fight against barriers the
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enterprise is facing. The implementation of
activities to increase skills in team building
and team approach to work can be a way of
motivation.

= Developing communication skKills within
a team — employee motivation starts with
effective communication among individual
team members. Lack of team support
and coordination decreases motivation
and creates tensions. Acquaintance and
communication help overcome barriers and
keep the team together in difficult times.

= Highlighting accomplishments — next most
commonly used way of motivation that
supports employee motivation is highlighting
big and small accomplishments of the team.

= |nteraction with senior management, key
suppliers and customers — employee
motivation should also include building
strong relationship with senior management
through consideration of proposals of
ordinary employees and through modifying
regulations as well. Motivation should create
friendly approach and better proposals
to solve crisis situations. Motivation is
considered the key tool and the interaction
extended by experience that makes solution
to difficult situations easier.

= Acceptance of new ideas — employees have
a feeling of togetherness, of contribution
to the success of the organisation.
Team leaders should take ideas of their
subordinates into account.

®  Harmonisation, new strategies and new
trends — cooperation focusing on positive
goals, progress and following the strategies
of solution to crisis situations set up
in advance support motivation most. It
supports factors of employee motivation
and team building as well.

2. Motivational Programme as a Tool
for Keeping Employee Productivity

Since the enterprise strategy includes the
goal setting and a set of tools (measures and
methods) for achieving that goal, several partial
strategies specifying enterprise strategies
in individual activity area (e.g. marketing,
investment, product development, area of
finance) are expected to be created in the
context of the enterprise strategy. The aim
of motivational strategies is to create the
work environment and to develop policy and
methods that improve employee productivity.

It is very important for current employee
motivation to keep right key persons working
in the strategic job positions (especially those
who are essential for running the enterprise).
Therefore the implementation of successful
motivational programmes in enterprises is
considered significant. Motivational programme
is, in general, a written document of the
enterprise, (mostly internal) the role of which is
to recruit new employees or to keep employees
in required job positions and to create overall
working conditions and working environment for
them; to set goals and to define methods and
tools of work management relating to them; to
define ways of influencing negotiation at work
and employee behaviour aimed at achieving the
setting of goals and the schedule of gradually
creating conditions to carry out the programme.
Motivational programme can be considered
a strategic corporate document dealing with:
= measuring motivation level in order to identify
areas necessary to improve the motivation,
= creating environment where employees feel
respected and rewarded by the enterprise,
= designing responsible and engaged
employee behaviour in the enterprise,
= creating an empowering motivational climate
in the enterprise,
= jmproving skills in the area of human
resource management,
= designing operational
workplaces,
= managing employees’ performance,
= managing the performance-based rewarding
(2], [3].

tasks and new

When creating motivational programmes
we must remember that intrinsic motivation at
work is specific for each person. Therefore we
define so-called motivation profile. This profile
is a basic condition for creating a positive
motivation. When creating  motivational
programme it is very useful to take into account
certain rules, principles ensuring its greater
responsibility, logicalness and lucidity [16]. In
terms of time management the following steps
need to be completed when arranging the
programme.

The first step presents carrying out the
analysis of motivational structure and the
mood of employees in order to determine the
employees’ value orientation, their needs and
the level of meeting their needs by means of
sociological questionnaire focused on attitudes
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towards stabilisation and motivation at work. We
can use quantitative, qualitative or classification
analyses, generalisation, etc. After assessing
the results we find out the motivational structure
of different employment categories and their
significance.

In the second step the goals of motivational
programme are set. They willl support general
stability of employees in the area of stabilisation of
key professions regarding current and especially
future programme of production, stabilisation of
skilled and hardworking employees, hiring new
employees or completing the required number of
employees according to the workplace planning
and specification of the programme for different
professional groups, management levels, etc.
The results of this step of creating motivational
programme are the proposals for monetary and
non-monetary incentives and stimuli directly
related to particular empoyees.

The third step represents the creation of
the model of employment stabilisation including
stimulating and motivation factors. This model
includes the factors influencing stabilisation
necessary for employee motivation to stay in
the enterprise. Model statements, including
principals and describing individual factors must
be compared with reality. Factors that must be
provided and those that must be solved in terms
of stabilisation emerge from such comparison.

The fourth step can be described as the
implementation of motivational programme.
It is a specific process oriented towards
employment stabilisation and the selection
of ways, conditions and effective methods of
stabilisation, defining methods to affect people,
determining persons responsible for the
implementation of motivational programme and
the schedule of its fulfilling.

3. Methodology

Analyses of motivation in enterprises were
carried out through questionnaire with structured
questions. Employee attitudes concerning the
issue and the basic database are presented on
the basis of the responses obtained from the
closed questions. Primary sample file is formed
by employees of the enterprises (manufacturing
and non-manufacturing) operating in the Slovak
Republic. Considering the size of the sample
file we could not analyse the motivation of each
item of the basic sample. The random sampling
was used to choose items from the basic
sample. Selected sample consists of 7,724

employees. 1,118 employees participated in
the research in 2008 and 6,606 employees
(in different job position, mainly technical and
administrative staff, and manufacturing staff)
in 2013. Respondents evaluated individual
motivation factors in the questionnaire (Tab. 1)
by one of five levels of significance from a pre-
defined rating scale (Tab. 2). Year 2008 was
chosen as the starting point of the analyses
since the level of motivation was not affected by
the economic crisis. The reference period was
the year 2013 when the crisis, on the basis of
the macroeconomic indicators, continues.

The motivation questionnaire was created
on the basis of the knowledge acquired through
the long-term research [7] and through the
communication with personnel clerks in the
enterprises. Motivation factors that affect the
employee productivity most were used in the
questionnaire.

Questionnaire evaluation was carried out
from the data matrix with number of employees
X number of motivation factors. This matrix is
a data entry form for carrying out the statistical
analysis of motivation factors. Questionnaires
were evaluated using programme STATISTICA 7
[12]. Basic statistical characteristics were
calculated for each motivation factors. They
reduced information about the property of
basic survey samples to a smaller number of
numerical characteristics and made mutual
comparison of selected samples easier. Each
motivation factor was described in summary
by basic characteristics [18] such as size and

variability of quantitative features — meanx,
standard deviations sy ... Subsequently results
of descriptive statistics of selected samples
were compared. Besides simple comparison
of descriptive characteristic values regarding
the selective data collection were proceeded
to the examination of equality of means and
standard deviations of basic samples to
prove statistical significance of differences in
means and standard deviations of individual
motivation factors of studied selected samples
so that the fact that detected differences of
descriptive characteristics at the selected level
of significance o were not caused only by the
mistake made from representative sampling
was eliminated. Considering the independence
of selected samples and their big sizes a two-
sample t-test for independent samples at the
same or different variances was used. The null
hypotheses about the equality of two means
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List of analysed motivation factors

SN Motivation factor SN Motivation factor
1 Atmosphere in the workplace 16 | Prestige
2 | Good work team 17 | Supervisor's Approach
3 Further financial reward 18 | Individual decision making
4 Physical effort at work 19 | Self - actualization
5 |Job security 20 | Social benefits
6 Communication in the workplace 21 | Fair appraisal system
7 Name of the company 22 | Stress (limitation of stress in the workplace)
8 Opportunity to apply own ability 23 | Mental effort
9 Workload and type of work 24 | Mission of the company
10 | Familiarisation with reached working 25 | Region’s development
results
11 | Working time 26 | Education and personal growth
12 | Working environment 27 | Company relation to the environment
13 | Employee productivity 28 | Freetime
14 | Moving up corporate ladder 29 | Recognition
15 | Competences 30 |Basic salary

Source: Own data processing

Rating scale of an order of motivation factors according to their importance

5 4

3

2 1

medium important

slightly important unimportant

of selected samples were tested. The null
hypothesis about the equality of average values
of individual motivation factors was rejected at
the significance level o = 0.05.

Two-sample t-test was used to test the
equality of means of motivation factors of two
basic samples. When calculating t-test three
cases depending upon the fact whether the
variances of compared basic samples are
equal or not (s =S3,5; #55) , or whether
examined attributes X;, X, are dependent or not
can occur so the test of equality of variances,
i.e. F-test had to be carried out at first. Following
the results of F-test, the two-sample t-test for
independent samples at the same or different
variances was used. The null hypothesis vs. the

Source: [11, p. 149]

alternative hypothesis was tested, they were as
follows:

Hy:x,=x, vs. H :x #x,

H,: we suppose that the means of studied
motivation factors in the first monitoring
period are equal to means of examined
motivation factors in the second monitoring
period and, at the same time, we suppose
that the difference between them, if there is
any, is caused only by the random variation
of results.

H,:we suppose that the means of studied
motivation factors in the first monitoring
period are not equal to means of examined
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motivation factors in the second monitoring

period and, at the same time, we suppose

that the difference between them, if there

is any, is not caused only by the random

variation of results.

The random variable t was used as a test
criterion. The Student’s t distribution was as
follows:

v if S12 = s22 ; X, and X, are independent

= XX

2 2
n, .Sy +n,.s; n+n,

n+n,-2 n .n,

Q)

. ifsl2 #* S22 ; X, and X, are independent

@)

The variable F was used as a test criterion
for the equality of variances and the Fisher F

2

S
division was as follows: F=—12. In the end of

S

the test we evaluated the level of significance
p. In a case that p < a = 0.05, we reject the
null hypothesis about the equality of means and
variances.

4. Results

The Tab. 3 shows the order of the most
important motivation factors and their means
in 2008 and 2013. In the year 2008 factors
relating to the relationship (atmosphere in
the workplace, supervisor's approach, good
work team, communication in the workplace)
and job security took the leading positions
and in the year 2013 factors like job security
and financial incentives (basic salary and fair
appraisal system) became more important. The
importance of factors relating to the relationship
(good work team, atmosphere in the workplace,
supervisor’s approach and communication in the
workplace) decreased. Only 3 motivation factors
(in 2008 employee productivity, name of the
company, education and personal growth and
in 2013 further financial reward, social benefits,
working time), from 10 which are considered by
employees to be the most important, changed
the position during the examined period. We
can point out that the motivation, in the area of
changed motivation factors in 2008 and 2013,
was influenced by changes in economic situation
and employees were focused mainly on financial
reward and social benefits.

Order of the most important motivation factors in the years 2008 and 2013

SN Before the year 2008 [} 2013 o
1 Atmosphere in the workplace 4.18 Basic salary 4.55
2 Supervisor's Approach 416 Job security 4.45
3 Good work team 4.15 Good work team 4.43
4 Job security 415 Atmosphere in the workplace 4.41
5 Communication in the workplace 3.97 Fair appraisal system 4.39
6 Fair appraisal system 3.96 Supervisor's Approach 4.36
7 Basic salary 3.94 Further financial reward 4.33
8 Employee productivity 3.88 Communication in the workplace 4.26
9 Name of the company 3.88 Social benefits 417
10 Education and personal growth 3.88 Working time 4.15

Source: Own data processing
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In terms of significance of individual
motivation factors we can state that all motivation
factors (besides name of the company) changed
significantly at the level a < 0.001, whereby we
confirm the hypothesis H, (Tab. 4). In Tab. 4 we
can see means of motivation factors in the year
2008 and 2013. The difference of means in the
monitoring period is shown in the second column.

The significant change in the monitoring period
canbe seenin the column p. All motivation factors,
besides the factor the name of the company, are
considered significant. From stated findings it is
possible, but difficult, to predict the development
of motivation, providing that we are familiar with
external and internal economic conditions. It is
evident also in our analyses.

Means and the level of significance p for individual motivation factors (part 1)

02013 Std. Std. | F-ratio
02008 | 22013 0 2008 t-value p Dev. Dev. | Varian- Vari:nces
2008 | 2013 | ces
BUTEE T [T 418 | 441 | 023 | -887 | 000000 | 0906 | 0.788 | 1.32 | 0.00000
workplace
Good work team 415 | 443 | 027 | -1090 | 0.00000 | 0.928 | 0.744 | 1.56 | 0.00000
Further financial reward 3.75 4.33 0.58 -20.41 0.00000 | 1.211 | 0.805 2.26 0.00000
Physical effortatwork | 341 | 381 | 040 | -1278 | 0.00000 | 1.022 | 0.949 | 1.16 | 0.00087
Job security 415 | 445 | 030 | -11.50 | 0.00000 | 0.962 | 0788 | 1.49 | 0.00000
(EETIDINTL 25 0 [0 397 | 426 | 029 | -1078 | 0.00000 | 0.975 | 0.818 | 1.42 | 0.00000
workplace
i 388 | 380 | 008 | 242 | 001545 | 0977 | 1.071 | 1.20 | 0.00008
of the company
eI el 373 | 400 | 027 | -930 | 0.00000 | 1.023 | 0.884 | 1.34 | 0.00000
own ability
DR AT 370 | 404 | 034 | -1202 | 000000 | 1.029 | 0.844 | 1.49 | 0.00000
of work
LI L 354 | 395 | 041 | -1349 | 000000 | 1.157 | 0900 | 1.65 | 0.00000
reached working results
Working time 385 | 415 | 030 | -1052 | 0.00000 | 1.020 | 0.862 | 1.40 | 0.00000
erind 381 | 413 | 031 | -11.12 | 000000 | 1.003 | 0.851 | 1.39 | 0.00000
environment
Epleyes 388 | 409 | 021 750 | 000000 | 0.947 | 0.859 | 121 | 0.00001
productivity
:‘:g‘é::‘rg C s LD 380 | 400 | 020 | -681 | 000000 | 1.039 | 0.891 | 1.36 | 0.00000
Competences 351 | 386 | 035 | -1124 | 000000 | 1.139 | 0945 | 1.45 | 0.00000
Prestige 33 | 368 | 032 | -964 | 000000 | 1.071 | 1.008 | 1.13 | 0.00719
Supervisor's 416 | 436 | 021 771 | 000000 | 0.905 | 0.810 | 125 | 0.00000
Approach
Individual decision 365 | 398 | 033 | -11.30 | 0.00000 | 1.018 | 0.885 | 132 | 0.00000
making
Self - actualization 368 | 397 | 020 | -968 | 000000 | 1.046 | 0.887 | 1.39 | 0.00000
Social benefits 364 | 417 | 053 | -17.43 | 000000 | 1.228 | 0.873 | 1.98 | 0.00000
Fair appraisal system 396 | 439 | 043 | -1492 | 000000 | 1.187 | 0.824 | 208 | 0.00000
Stress /limitation of 375 | 403 | 027 | -888 | 000000 | 1.063 | 0937 | 129 | 0.00000
stress in the workplace/
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Means and the level of significance p for individual motivation factors (part 2)

02013 Std. Std. | F-ratio
22008 | 22013 2008 t-value p Dev. Dev. | Varian- Varie?nces
2008 | 2013 ces

Mental effort 3.61 3.95 0.34 -10.86 0.00000 | 1.050 | 0.940 1.25 0.00000
Mission of the company 3.69 3.81 0.13 -3.86 0.00012 | 1.083 | 1.002 1.17 0.00055
Region’s development 3.42 3.76 0.34 -9.66 0.00000 | 1.143 | 1.062 1.16 0.00109
Educationand personal | 543 | 399 | 011 | 366 | 000025 | 1412 | 0.937 | 141 | 0.00000
growth
Company relationtothe | 57, | 557 | 013 | .386 | 000011 | 1.044 | 1.028 | 108 | 048275
environment
Free time 3.65 4.06 0.42 -13.18 0.00000 | 1.108 | 0.951 1.36 0.00000
Recognition 3.68 413 0.44 -14.94 0.00000 | 1.115 | 0.881 1.60 0.00000
Basic salary 3.94 4.55 0.61 -22.08 0.00000 | 1.210 | 0.779 | 241 0.00000
Note: n,=1118, n,=6606

Source: Own data processing
Conclusion present time we can observe significant

Within our actual analyses we can point out that
employees need to stay motivated also from
a long-term point of view (the research carried
out in 20012011 by authors [9], [19], [6], [7],
[8], [11], [10]). It is evident in the analyses in
enterprises where the significant change of
motivation occurred in a period of five years.

Following the performed analyses (statistical
single factor analysis of variance and Duncan’s
test) we can define the difference in the level of
motivation factors before the financial crisis and
at the present time. Subsequently we can state
that changes that happened were not caused
by random effect or by action of some other
significant effects. The economic crisis can be
considered a significant factor causing changes
in the employee motivation.

When analysing the employee motivation
in the enterprises in Slovakia during the
researched period we found out that among
ten most important motivation factors there are
following essential motivation factors: monetary
incentives (basic salary, fair appraisal system,
further financial reward), motivation factors
based on the job security or human relationships
(atmosphere in the workplace, good work team,
supervisor’'s approach, communication in the
workplace) and motivation factors based on
working conditions (employee productivity,
working time, working environment). At the

changes of employee motivation in the Slovak
enterprises before and during the financial crisis.
That allows us to draw a conclusion that the
level of motivation depends on microeconomic
and macroeconomic aspects not only in an
enterprise but also in a whole society.

We can also state that employees are fully
aware of the importance of the job security in
the period of recession and the fact that the
society cannot offer them required financial
reward. Therefore the enterprises should
focus on the process of motivation especially
by means of motivation factors based on
human relationships and job security. Similar
results were found out also by the author Irena
Bakanauskiene in cooperation with Mindaugas
Ubartas [1]. She concluded that, in the period
of recession, employers tend to improve the
process of employee motivation in enterprises
and job dissatisfaction is decreasing on average,
what is in accordance with individual factors
differentiated in Maslow’s hierarchy of needs.
They also found out that the number of unaffected
factors decreased and employees tend to
improve working conditions through motivation.
Detailed analysis of individual factors according
to described groups allows us to suppose that
during the time of economic crisis:
= the effect of motivation factors increased

and employees consider them more

motivating,
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= the most important motivation factor
became the success as well as recognition,
personal growth and the job itself,

=  employee dissatisfaction with the work
control system and consequential variability
of financial reward increased,

= the number of factors employees consider
neutral in their job decreases and they
accept that superiors should not pay
attention to personal life of employees and
relationship with subordinates,

= the significance of the employers’ interest
in needs of their employees relating to
individual motivation factors as well as
the appraisal system of employees, their
security or working conditions increase.

Compared to the time before the beginning
of the economic crisis following changes in
individual groups of motivation factors were
observed:
= the impact of recognition, responsibility and

success increased,
= the dissatisfaction of employees increased

in the areas of job control and financial
reward.

There is another significant research finding.
It is the fact that fair performance appraisal
system in the enterprise is essential also in the
time of the financial crisis because employee
work results are closely related to it [1].

The result of the analysis carried out by
the authors [13] is the finding that more and
more enterprises focus on meeting the need of
job security outlook which is one of the most
important motivation factors at present.

In the period of recession it is very
important to ensure job security and to build
positive  relationship among employees
and this can be achieved through effective
communication. However, employers do not
pay enough attention to this need. The research
shows that employers rarely allow employees
to meet this need and it can demotivate them.
The motivation factors — reward, recognition
and employee engagement in problem solving
process are also effective motivation factors
themselves. The results of mentioned research
confirm our findings.

During the time of the financial crisis it is
necessary to think about motivation factors
fwith focus on on building human relationships,
job security, or factors concerning working

conditions followed by financial motivation
factors. Latter mentioned factor takes the
leading position during the time of the enterprise
recovery.

This paper was supported by the project
VEGA No. 1/0067/11 Dynamics and content
of decision-taking processes in motivating of
human potential and VEGA No. 1/0268/13
“Perspectives of facility management application
for the increasing of competitiveness within the
woodprocessing and forestry companies in the
context of outsourcing principles” and KEGA
project No. 037STU-4/2012 “Implementation
of the subject “Corporate Social Responsibility
Entrepreneurship” into the study programme
Industrial management”.
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CHANGES OF EMPLOYEE MOTIVATION OF SLOVAK ENTERPRISES DUE TO
GLOBAL ECONOMIC CRISIS

Jan Zavadsky, Milo$ Hitka, Marek Potkany

Nowadays, at the time of economic globalisation and the European labour market formation, it
is possible to carry out different analyses which enable comparsions among enterprises from
the geopoalitical, economical and commercial point of view. In the paper we compare the level
of employee motivation in the Slovak enterprises before the beginning of the economic crisis in
2008 and in 2013 when the impact of the crisis has already been felt intensely. The year 2008
was chosen as the starting point of the analyses since the level the level of motivation was not
affected by the economic crisis. The reference period was the year 2013 when the crisis, on the
basis of the macroeconomic indicators, continues. Basic research sample is formed by employees
of the enterprises (manufacturing and non-manufacturing) operating in the Slovak Republic.
Considering the size of the basic sample we could not analyse the motivation of each item of
the basic sample. The random sampling was used to choose items from the basic sample. The
motivation questionnaire was created on the basis of the knowledge acquired through the long-
term research and through the communication with personnel clerks in the enterprises. Motivation
factors that affect the employee productivity the most were used in the questionnaire. Following the
sizes of selected samples and their independence we used a two-sample t-test to determine the
significance. The null hypothesis testing about equality of means of individual motivation factors in
the particular period of time was carried out at the significance level a = 0.05. Following the results
of analyses we state that employees need to stay motivated also from a long-term point of view.
However, essential changes occur in order of importance. We can state that in the circumstances
of changed motivation factors in the year 2008 and 2013 the motivation was affected by changes
in economic situation and employees are focused on monetary incentives and relationship factors
more.

Key Words: Motivation, motivational programme, change of motivation, economic crisis,
two-sample t-test, Duncan’s test.
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THE INFLUENCE

OF ORGANIZATIONAL VALUES
ON COMPETENCIES OF MANAGERS

Mitja Gorenak, Marko Ferjan

Introduction

Understanding the meaning of organizational
values and their influence on employee
performance is becoming more and more
important. Several psychologists [51], [53], [30],
have been researching values for decades, both
at individual and at organizational level. There
is also a view [35] of organizational values that
argues that just as any human community has
its own value system the same is true for any
organization. Taking that into account, we are
facing a dilemma, whether [16] organizational
values are something that emerges from an
organization or are they simply transferred from
an individual level to the organizational level by
its employees. It is very likely that organizational
values develop through a mixture [16] of both.
Thus, at the beginning organizational values
resemble personal values of the founder or
founders of an organization. However, as the
organization grows, its values alter in that they
incorporate new experiences that bring about
new values, thus making an entirely new set of
organizational values that are specific to that
very organization.

Organizational values are a part of
organizational culture [52] and represent [51]
relatively permanent, motivational, emotionally
positive categories, for which people believe
that they are worth aspiring to (love, peace,
friendship, health, etc.). Through values we can
also see (lifetime) goals, which reflect cultural
or spiritual development of an individual or an
organization. Boyatzis is regarded as one of the
founders of modern definitions of competencies
and argues that [9] values are the basis of
the definition of competencies. There are
many other definitions of competencies [45],
[56], [13], [23], [46], [7] in which the following
is emphasized: personal characteristics,
knowledge, abilities, motivation, self-image and
values. Above-mentioned authors agree that

competencies develop through time based on
experiences people get by performing various
jobs.

The concept of correlation of organizational
values with competencies is based upon
a correlation that is already established within
organizational culture, for which we know that
organizational values are a part of. It attracts
people with similar values, beliefs, knowledge,
skills and abilities. In other words, certain
competencies have an indirect influence on
the development of organizational culture.
The motivation for this research evolved form
discussion [39] in which tried to answer the
question of how to link and explore organizational
values with managers’ competencies. It was
suggested [39] that the best way to link and
explore this is at the process level where we
can compare processes within an organization
and involvement as well as cooperation of
managers within those same processes. This
kind of research has some limitations, such
as a limited number of processes that can be
investigated, which is why we have decided
to conduct a cross-sectional research, as it
enables us to investigate a much bigger sample.

1. Theoretical Background

1.1 Values

Values are beliefs upon which individuals
perform their tasks [3] on the basis of their
preferences. On the other hand, values
are relatively permanent [21] perceptional
frames that shape and influence the nature of
individuals’ behavior. Much work in the area
of values was also done by Rokeach [50]
who defined values as “types of beliefs, that
are centrally located in individuals system of
beliefs and they represent individual’s attitudes
towards how someone should or should not
behave.” Extensive research on values [54]

DOI: 10.15240/tul/001/2015-1-006
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has made a definition of values from the social-
psychological perspective saying that “values are:
= beliefs or conceptualizations,

about wanted end states or behaviors,

that exceed specific situations,

direct the evaluation of behavior, and

rated regarding the relative importance.”

With this definition we have, to some extent,
moved away from, at that point, well-established
model proposed before [51].

1.2 Organizational Values

When discussing the problem of defining
organizational values it was [48] concluded that
organizational values evolve from organizational
culture; they believe that this is generally the
philosophy which an organization follows.
Organizational values [55] are written within
organizational culture, given that organizational
culture defines expectations regarding behavior,
modes of conduct, modes of decision-making
and communication styles. Further it is stressed
that the importance of a broader discussion
regarding organizational values is important
since this is the only way towards an agreement
on the definition of values.

Various authors [47], [16], [14] have been
discussing the correlation between organizational
values and long-term  performance  of
organizations, this correlation is proven on several
practice cases. It has also been determined that
organizations with clearly stated organizational
values, which are internalized by employees,
reach significantly higher performance results
compared to values which are less clearly
stated or not stated at all [16]. On the other
hand there have been warnings about potential
hazards young organizations are faced with,
especially regarding organizational values
[20], that when an organization is young and
growing miss defined organizational values can
hinder its growth and potentially endanger its
development.

1.3 Fit of Values

When discussing how organizational values fit
personal values, we can identify four prominent
theories that were developed through time.

In the field of interactional theory, [40] we
can see proposition of a fit between personal
values and environmental values (personality-
environment fit theory). For the purpose of this
article we will focus on two theories: a theory

that focused on fit between a person and a job
(personality-job fit theory) [31], and theory [34]
which focused on a fit between a person and
an organization (personality-organizational fit).
The remaining two theories are theory [32]
of fit between a person and one’s vocation
(personal-vocational fit) and a theory [29],
[26] which discusses the fit between a person
and a group (personality-group fit). Research
[49] also found out that the higher level of fit
between organizational and personal values is
clearly shown in individuals’ positive approach
to work as employees are more satisfied when
they are performing their tasks.

1.4 Competencies
Boyatzis considered by many to be a pioneer
in the field of competencies, has done an
extensive research among managers in the
USA, identifying factors that influence their
success [9]. The study focused on managerial
competencies. Findings [9] revealed that
competencies are a mixture of individuals’
motives, abilities, self-image, social role
and knowledge that a person uses in social
interactions. On the other hand, we can see
definition of competencies [42] in a differently as
knowledge, that one had gained. As such they
are influenced by motives, abilities, self-image,
social role and knowledge that one uses in
social interactions [9]. There are other authors
[4], [8] who view competencies as individuals’
behaviors in a certain situation. In this respect,
they understand knowledge as something that
is individually learned; they propose behaviors
to be the reflection of competencies. Yet another
definition of competencies was proposed [37]
that somewhat incorporates various other
definitions of competencies, by saying that
he understands individuals competencies as:
“activation, implementation and cohesion of all
the knowledge’s, abilities, motives, self image
and values that enables the individual to perform
tasks and solve problems in complex, various
and unexpected situations that face him”.
Moreover, another interesting definition
was proposed [46] that “competencies are
appliance and correlation of knowledge, abilities,
motives, self image and values that shape
individuals competencies’. Some have identified
competencies as [28], [7] personal characteristics
that have evolved through the educational process
and were further shaped by work in organization;
therefore, authors do not just take into account the
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educational process but also the work experience;
however, we can also see addition of the social
environment [41], [10], in the so called primary
socialization period.

1.5 The Influence between
Organizational Values and

Competencies of Managers
The concept of linking organizational values to
competencies was linked with organizational
culture, as organizational values are a part of
it and as such they attract people with similar
value principles and knowledge, skills and
abilities. In other words, certain competencies
influence how organizational culture is
created. Therefore, this indicates that there is
a correlation between organizational values
and competencies that is worth researching.
This, however, does not mean that this area
has not yet been researched. For example,
the process examined level where we can
compare processes within an organization and
involvement as well as managers’ cooperation
within those same processes [39]. Although
this research yielded some results, we believe
that the very decision to research the process
level has influenced the results, showing less
correlation than there actually is. We can also
see investigation of the correlation between
managers’ values and organizational culture
[5]; findings which refer to managers’ values
are still relevant today and have influenced
the development of organizational culture. The

m Research model

studies discussed above are in line with our
initial assumption that there is a correlation
between organizational values and managers’
competencies, thus making this topic
particularly interesting to research.

2. Research Model

Having closely studied various scientific and

professional literature (studies and theories on

organizational values and competencies) we

have determined that there is no model that

could be applied to our data. This encouraged

us to develop and propose our own model,

though we knew that this also brings about

some limitations:

= First, we decided to analyze organizational
values of numerous organizations; we noted
how many times a certain organizational
value shows up and concluded that the
following six organizational values most
frequently occur in organizations from
the travel and leisure industry: quality,
innovation, responsibility, ethics, customers
and employees.

= Second, each organizational value was
matched up with a competency thatis in line
with the meaning of that value. Based on
this, six organizational values and matching
competencies were identified. Furthermore,
indicators were identified that represent
each organizational value or competence
that was tested before. We adapted those
indicators to our model, shown in Figure 1.

ORGANIZATIONAL
S |:> COMPETENCIES
)
>{ QUALITY )——D{ QUALITY ASSURANCE
| 1
o >{ INNOVATION )—.{ INNOVATIVE BEHAVIOR N
D D
‘I: a RESPONSIBILITY )—’{ RESPONSIBLE BEHAVIOR é
A A
T >’( ETHICS )—F ETHICAL CONDUCT X
[o) o
R R
S COSTUMERS l > E BEHAVIOR FOCUSED ON s
>| COSTUMER SATISFACTION
COOPERATION WITH
>l LML l—.f EMPLOYEES
—r

Source: [24]
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The left column of the model features
indicators that have been previously formed
[44]. Quality thus refers to the quality of work
and life, whereas innovation refers to quest
for quality and facilitation of quality. The value
responsibility refers to responsible use of
resources and responsible behavior. Similarly,
the value ethics refers to ethical behavior and
ethical standards. The value customers refer to
knowledge that costumers are the focal point of
every organization. Last but not least, the value
employees refer to knowledge that employees
are a powerful source of the company.

The right hand side presents competencies
with indicators. They were adapted from the
competency profile published by the Center
of Republic of Slovenia for Vocational Training
(here on CVT). For the purpose of this research
a competency model developed by CVT for the
profession of hotel managers was used [15].
This standard includes 114 work tasks and for
each competence that we have in our model
we selected 8 tasks, which reflect a certain
competency.

Indicators for values have already been
tested [44]. However, the indicators for
competencies still needed to be tested. For
this reason a pilot research was conducted that
confirmed the validity of selected indicators.
Nevertheless, minor changes were undertaken
before the survey, presented in this study, was
conducted.

3. Methodology

3.1 Research Question and
Hypothesis

The aim of the research was to test the validity
of the model shown in Figure 1. To this end, our
research question is: Is there a statistically
significant influence of organizational
values on matching competencies?

In order to answer this research question
the following research hypothesis was set up:
H: The organizational values statistically
significantly influence competencies of managers.

3.2 Instrument

The correlation was tested using
a questionnaire with a paper-and-pencil survey.
The whole population of the sector (travel and
leisure) represents 9,117 people. We have
been given consent from several organizations
within the sector that employs 2,762 people.
1,100 questionnaires were distributed. The
sampling within organizations was random. Of
1100 questionnaires, 388 were returned, what
represents 35.27% of all questionnaires sent
out, i.e. 4.26% of the entire population.

The questionnaire comprised 75 questions
relating to (1) organizational values, (2)
competencies and (3) respondent’s details
(age, gender, number of working years, level of
education etc.).

3.3 Sample

We evaluated the validity of the sample within
the selected sector. The test chi-square test
of significance was employed on the following
demographic information of respondents:
gender, education and age. For the variable
sex, chi-square was 0.598 and significance
level at p = 0.434, for the variable education,
the chi-square test was 9.296 with significance
level at p = 0.054, the final variable age provided
a value of 13.971, and the level of significance
was at p = 0.052.

The value of chi-square distribution at
significance 0.05 or 5% are for variables with
single degree of freedom (variable gender)
3.8415, for variables with four degrees of
freedom (variable education) 9.4877 and
for variables with seven degrees of freedom
(variable age) 14.0671 [38].

Based on the findings we can conclude that
the research sample could be generalized to
the whole population.

The sample which has been used for the
purpose of this paper contained 133 (38.4%)
male respondents and 213 (61.6%) female
respondents. The data on age groups are
presented in Table 1.

The data on education are shown in Table 2.
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Age groups of respondents’

Age group Responses %
Up to 24 years (inclusive) 31 8.9
from 25 to 29 years 49 14.0
from 30 to 34 years 53 15.2
from 35 t0 39 years 51 14.6
from 40 to 44 years 60 17.2
from 45 to 49 years 50 14.3
from 50 to 54 years 38 10.9
55 years or more 17 4.9
Total 349 100.0
Source: [24]
Education of respondents
Education Responses %
Elementary school or less 34 9.6
Vocational high school 83 235
High school 121 34.3
College degree 80 22.7
University degree or more 35 9.9
Total 353 100.0

4. Results

First, we tested the validity of the questionnaire
using the Cronbach’s alpha test, calculating the
coefficients for each set of variables. We have
performed this test on variables that measured
values first; the value was 0.859, thus indicating
great reliability of measurement. For variables
that measured competency quality the value
was 0.833, for variables measuring innovation
competence the value was 0.823, for variables
measuring responsibility competence the
value was 0.855. Moreover, for variables that
measured the ethics competence the value was
0.841 and for customers competence the value
was 0.840. Finally, the variables that measured
the quality competence the value was 0.861.
These values indicate great reliability of
measurement [22] and with regard to the
composition and characteristics of the sample,
we believe that it is representative.

Source: [24]

4.1 Formatting Merged Variables
The structure of the questionnaire used in
the survey demanded some variables to be
merged and not used individually. Values of
some variables that were intentionally formed
in negative form statements were transformed
through the statements before creating
composite variables and were not changed into
positive form.

In the first step we have conducted
a factor analysis on the set of first 20 variables
that measured organizational values. Out
of 20 variables 12 of them have positioned
themselves in 6 different factors with suitable
weights, other 8 have either not positioned in
any of the factors or have had minimum weight
in two or more factors that is why we have
removed them. Results are shown in Table 3.
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Factor analysis of variables that measured organizational values

Variable

Factor
1 2 3 4 5 6

V3 Quality of work is important in our organization.

.942

V4 Within our organization we are focused
on successfully completing our tasks.

754

V20 Encouragement of positive examples is rare
in our organization.

.726

V15 Inhibition of innovative ideas is frequent
in our organization.

.710

V18 Adaptation to different business situations
presents a problem for our organization.

.659

V10 Immoral behavior at work is acceptable
in our organization.

.620

V7 In our organization we respect each other.

.902

V12 Employees in our organization interact.

.622

V19 In our organization we try to satisfy the needs

of our costumers.

.869

V8 Practices in our organization are focused
on our costumers/guests.

-.533

V5 At work in our organization we behave responsibly

towards others around us.

723

V2 To achieve the objectives within our organization

we are working persistently.

210

We have named the factors that we have
determinated in Table 3 in the following order;
the first factor represents quality, so we have
merged the variables in the first factor into new
variable named OVQ - Organizational value
quality. The variables in the second factor
represent innovativeness, so we have merged
the variables in the second factor in new variable
named OVI — Organizational value innovation.
The variables in the third factor represent ethical
conduct, so we have merged the variables in
the third factor in new variable nhamed OVE -
Organizational value ethics. The variables in
the fourth factor represent employees, so we
have merged the variables in the fourth factor
in new variable named OVE - Organizational
value employees. The variables in the fifth factor
represent costumers, so we have merged the
variables in the fifth factor in new variable named
OVC - Organizational value costumers.
The variables in the final sixth factor represent
responsibility, so we have merged the variables

Source: [24]

in the sixth factor in new variable named OVR —
Organizational value responsibility.

Some may argue that the second variable in
sixth factor V2 To achieve the objectives within
our organization we are working persistently is
not suitable to be positioned due to the relatively
low weight that it has, but due to the fact that it
has positioned only in this sixth factor and it has
positioned as a second not a leading variable in
this factor we have decided to use it anyways.
With the help of factor analysis we were able
to explain 67.76% of variability of organizational
values with these 12 variables in 6 factors.

In the second step we have conducted
a factor analysis on the set of second 48
variables that measured competencies. Out
of 48 variables 30 of them have positioned
themselves in 6 different factors with suitable
weights, other 18 have either not positioned in
any of the factors or have had minimum weight
in two or more factors that is why we have
removed them. Results are shown in Table 4.
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Factor analysis of variables that measured competencies (part 1)

Variable

Factor

3

4 5 6

U1 My manager communicates with costumers
respectfully.

719

E5 My manager supervises compliance of external
and internal regulations.

.544

06 My manager monitors the results
of the organizational unit.

516

E4 My manager works in accordance with
the environmental protection measures.

.509

02 My manager distributes the work of subordinates
according to workload.

.487

U3 My manager takes care of the importance
of contacts with costumers.

.481

O7 My manager takes care to ensure the rational
use of energy, materials and time.

.455

E6 Disrespectful communication with employees
is typical for my manager.

.696

E3 Immoral conduct is typical for my manager.

.581

Z1 My manager’s conduct creates a negative
atmosphere.

.580

U8 My manager fails to ensure good relationships
with customers.

.538

E7 My manager has a discriminatory attitude towards
employees.

494

12 Encouraging changes to the procedures at work are
typical for my manager.

.652

K3 My manager is monitoring the implementation
of tasks.

.495

K2 My manager resolves demanding complaints
professionally.

474

K4 My manager encourages employees to perform
better at work.

.465

15 Timely identification of new forms of work is typical
of my manager.

443

K1 My manager does not supervise the work process.

771

K5 My manager does not control the quality
of performed work.

.566

O1 My manager irresponsibly orders the work
of employees.

.506

K8 My manager is not able to deal with tasks
in timely manner.

467

O3 My manager is unprofessional at organization
of work within the unit.

.456
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Factor analysis of variables that measured competencies (part 2)

Factor
Variable
1 2 3 4 5 6

Z7 Providing instruction to new employees at work
is typical for my manager. -802
Z2 My manager participates as a mentor to new 702
employees. ’
Z8 My manager advises employees at work. .653
Z4 Caring for the continuous development of employe- 539
es is typical of my manager. :
Z3 Resolving the concrete problems in the process is 4
the nature of my manager. 466
U6 My manager prepares special market outlets

: . 465
(discounts, credits, ect.)
U7 My manager monitors customer loyalty. 374
U5 My manager monitors supply on the market. .351

Source: [24]

We have named the factors that we have
determinated in Table 4 in the following
order; the first factor represents responsible
behavior, so we have merged the variables
in the first factor into new variable named
CR - Competencies responsibility. The
variables in the second factor represent ethical
conduct, so we have merged the variables in
the second factor in new variable named CE
— Competencies ethics. The variables in the
third factor represent innovative behavior, so
we have merged the variables in the third factor
in new variable named Cl — Competencies
innovation. The variables in the fourth factor
represent assurance of quality, so we have
merged the variables in the fourth factor in
new variable named CQ - Competencies
quality. The variables in the fifth factor
represent cooperation with employees, so we
have merged the variables in the fifth factor in
new variable named CEm - Competencies
employees. The variables in the final sixth
factor represent costumers, so we have merged
the variables in the sixth factor in new variable
named CC — Competencies costumers.

With the help of factor analysis we were able
to explain 54.96% of variability of competencies
with these 30 variables in 6 factors.

After forming new merged variables we
have also merged all organizational values into
one new variable that we have named OVMe
— Organizational values merged. We did
the same with all merged competencies and
created another new variable named CMe -
Competencies merged. Our next step was to
measure mean values and standard deviations
in these newly formed variables, results are
show in Table 5.

lllustrated in Table 5, neither of mean
values nor standard deviations of newly formed
variables are above the generally expected
range. As far as mean values go there is not
much of a difference between variables related
to organizational values compared to the
variables related to competencies, but when
we look into the values of standard deviations
we can see that the average standard deviation
is slightly lower for variables related to
competencies as opposed to variables related
to organizational values.

Further interest was related to measuring
the correlation between merged variables of
organizational values and matching pairs of
merged variables of competencies. Therefore
Pearson’s correlation coefficient was used;
results are shown in Table 6.
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Mean values and standard deviations of merged variables

Merged variable Mean value dS;?/ri‘adtia;:
Organizational values
OVQ - Organizational value quality 4.32 0.90
OVI — Organizational value innovation 3.40 1.06
OVR — Organizational value responsibility 410 0.89
OVE - Organizational value ethics 3.52 1.05
OVC - Organizational value customers 4.07 0.80
OVEm — Organizational value employees 3.64 0.93
OVMe - Organizational values merged 3.83 0.63
Competencies
CQ — Competencies quality 3.98 0.87
Cl — Competencies innovation 3.68 0.86
CR — Competencies responsibility 3.91 0.82
CE — Competencies ethics 3.94 0.92
CC — Competencies customers 3.76 0.91
CEm — Competencies employees 3.67 0.91
CMe — Competencies merged 3.84 0.69
Source: [24]

Among data shown in Table 6 we have
highlightedthe correlationsthatwe areinterested
in. All the highlighted correlations are positive,
the strength of the correlation is moderate in
most cases [1], only the correlations between
the organizational value responsibility and
the competence responsibility and correlation
between the organizational value costumers
and the competence costumers are strong [1]
in the matching pairs that we are interested in.

Also seen from Table 6 there are some other
correlations that need to be mentioned. There is
a strong correlation between organizational value
costumers and competencies responsibility
(.628**) what can be explained that in the sector
that this research was conducted costumers
are very important and therefore responsible
behavior of managers towards costumers is
completely expected. However, there are also

some pairs that have not presented statistically
significant correlation, among organizational
values ethics and competencies responsibility
there is no statistically significant correlation
(.073) and this is somewhat alarming, since it
tells us that organizational value ethics does not
correlate with responsible behavior of managers.

In the following section we have conducted
a linear regression analysis where the influence
of between independent variables towards
dependent variables was analyzed. The
influence of each of the independent variables
was evaluated so that it is not dependent
on influences between various independent
variables. Table 7 presents the values of
regression among pairs of independent
variables (organizational values) and matching
pairs of dependent variables (competencies),
as proposed in our research model.
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Correlation between individual merged variables
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OVQ - Organizational value quality 277 | 572** | .621** | .242** | 504** | .533**
OVI — Organizational value innovation .366** | .203** | .109* | .427** | 1A57** | .141*
OVR — Organizational value responsibility .281** | .503** | .534** | .244* | 476" | .596**
OVE - Organizational value ethics 379" | 133 .073 397 | .140* .086
OVC - Organizational value customers .254** | B587** | .628** | .224** | .523** | .543**
OVEm — Organizational value employees .294* | .485** | .492** | .293** | .448™ | .497**
** Correlation is significant at the 0.01 level (2-tailed).
Source: [24]
Regression analysis between organizational variables and competencies
Regression - Organizational .
- AR F P
values — competencies
ovaQ - Organlzatl_onal val.ue quality — 074 30.761 000
CQ — Competencies quality
OVI - Organlzatl'ona'l value'lnnovatlon = 038 15.784 000
Cl — Competencies innovation
OVR - Organlzatlpnal value I"e‘SPOHSIblllty - 283 143.634 000
CR — Competencies responsibility
OVE - Organlzatllonal vglue ethics — 155 67.832 1000
CE — Competencies ethics
ovC - Organlzatl_onal value customers — 272 115.495 000
CC — Competencies customers
OVEm — Orgamzatpnal value employees — 245 119.724 1000
CEm — Competencies employees
OVMe - Orgamzatl_onal values merged — 397 179.457 000
CMe - Competencies merged
Source: [24]

Table 7 shows the results of linear regression.
The first pair includes the independent variable
OVQ - Organizational value quality and the
dependent variable CQ — Competencies quality.
Result (AR?=0.074; F = 30.761; p = 0.000) shows
that with the influence of OVQ — Organizational
value quality we can explain 7.4% of variability
of value for CQ — Competencies quality. In

the second pair, we put the independent
variable OVI — Organizational value innovation,
and dependent variable CI — Competencies
innovation. Result (AR? = 0.038; F = 15.784;
p = 0.000) shows that with the influence of
OVI — Organizational value innovation we can
explain 3.8% of variability of value for CQ —
Competencies innovation, in the third pair we put
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the independent variable OVR — Organizational
value responsibility and the dependent variable
CR — Competencies responsibility. The findings
show (AR? = 0.283; F = 143.634; p = 0.000) that
with the influence of OVR — Organizational value
responsibility we can explain 28.3% of variability
of value for CR — Competencies responsibility,
in the fourth pair we put the independent
variable OVE — Organizational value ethics, and
dependent variable CE — Competencies ethics.
Results (AR?=0.155; F = 67.832; p = 0.000) show
that with the influence of OVE — Organizational
value ethics we can explain 15.5% of variability
of value for CE — Competencies ethics, in the
fifth pair we put the independent variable OVC —
Organizational value costumers, and dependent
variable CC — Competencies costumers. Results
(AR? = 0.272; F = 115.495; p = 0.000) show that
with the influence of OVC — Organizational value
costumers we can explain 27.2% of variability of
value for CC — Competencies costumers, in the
final sixth pair we put the independent variable
OVEm - Organizational value employees, and
the dependent variable CEm — Competencies
employees. Results (AR? = 0.245; F = 119.724;
p = 0.000) show that with the influence of OVEm
— Organizational value employees we can
explain 24.5% of variability of value for CEm —
Competencies employees.

We also performed this same linear regression
analysis on the independent variable OVMe —
Organizational value merged, and dependent
variable CMe — Competencies merged. Results
(AR? = 0.397; F = 179.457; p = 0.000) show that
with the influence of OVMe — Organizational value
merged, we can explain 39.7% of variability of
value for CMe — Competencies merged.

Based on the results we can confirm
the hypothesis H: The organizational values
influence competencies of managers.

5. Practical Implications of Findings

Our results can be backed up by several other
findings. As presented, respondents who more
often said that organizational value quality is
important for an organization in which they work
also more often said that quality competencies
more often show the way their managers work
(r = 0.277 Correlation is significant at the 0.01
level (2-tailed)), adding to that the results of
linear regression, in the this first pair we see that
the independent variable OVQ — Organizational
value quality explains 7,4% of variability of the
dependent variable CQ — Competencies quality.

This backs up the findings [11] that managers
support organizational values related to quality,
that are supported in ongoing behavior of
managers and will have impact on quality of
performance.

We have also showed that respondents
who more often said that organizational value
innovation is important for organization in which
they work also more often say that innovative
competencies also more often show the way
their managers work (r = 0.203 Correlation is
significant at the 0.01 level (2-tailed), adding
to that the results of linear regression, in the
this second pair we see that the independent
variable OVI — Organizational value innovation,
explains 3.8% of variability of the dependent
variable CI — Competencies innovation. Since
the result is the lowest among all six pairs this
corresponds with findings that found out that
[12] innovation among service and tourism
enterprises is characterized by relatively low
propensity for the development of new products
and processes.

For those respondents who more often
said that the organizational value responsibility
is important for the organization in which they
work also more often said that responsibility
competencies also more often show the way
their managers work (r = 0.534 Correlation is
significant at the 0.01 level (2-tailed). Adding
the results of linear regression for the third pair
we see that the independent variable OVR —
Organizational value responsibility, explains
28.3% of variability of the dependent variable
CR — Competencies responsibility. This also
backs up research [36] which showed that in
organizations where responsibility is shown as
organizational value, managers take it as their
own and make it one of their focal values.

Among those respondents that more
often said that organizational value ethics
is important for the organization in which
they work also more often said that ethical
competencies show the way their managers
work (r = 0.397 Correlation is significant at the
0.01 level (2-tailed), adding to that the results of
linear regression, in the fourth pair we see that
the independent variable OVE — Organizational
value ethics, explains 15.5% of variability of the
dependent variable CE — Competencies ethics.
This finding corresponds with findings [33] that
have proven that positive attitude of managers
towards ethical organizational values is shown
in individuals’ performance and effects of
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organizational performance as well. However,
this does not support the claim [2] that ethical
values are amongst least important ones, since
our values put it somewhere in the middle.

We have also given evidence that those
respondents that more often said that
organizational value costumers is important
for organization in which they work also more
often say that costumer oriented competencies
also more often show the way their managers
work (r = 0.523 Correlation is significant at the
0.01 level (2-tailed), adding to that the results of
linear regression, in the this fifth pair we see that
the independent variable OVC — Organizational
value costumers, explains 27.2% of variability
of the dependent variable CC — Competencies
costumers. This combined, backs up findings
that [43] have concluded that if management
supports the costumer-driven focus higher
hotel performance levels are more likely to be
the outcome.

In our research, those respondents, who
more often expressed that organizational value
employees is important for an organization in
which they work, are also more often convinced
that employee oriented competencies also
more often show the way their managers work
(r = 0.497 Correlation is significant at the 0.01
level (2-tailed), adding to that the results of linear
regression, in the this sixth pair we see that the
independent variable OVEm — Organizational
value employees, explains 24.5% of variability
of the dependent variable CEm — Competencies
employees. This backs up research [25] that
determined that leaders (managers) who adopt
organizational values are more likely to be
followed by their employees.

The findings are relevant for everyday
management within organization and this
research directly supports the idea [17] of
transforming management style from previously
known Management by objectives (MBO) [19]
to Management by Values (MBV). Although
Management by values was previously
discussed by others [6] it was the contribution
made by Dolan and Garcia [17] and their further
work Dolan et. al. [18], which evolved the theory
to the extent that we know it today. The theory
suggests that in the modern world managing by
objectives is not good enough. It is no doubt that
modern day employees want to be empowered,
they want to have more responsibilities, more
freedom with creativity, more flexibility and
above all more autonomy in their decision.

This presents a problem for the management,
especially in the part where management is
responsible for overseeing employees’ work,
since it is hard to control employees and at the
same time give them autonomy in their work.

Conclusion

Many authors have discussed the different
meanings and influences individuals as well
as organizational values may have on other
phenomena, the same goes for competencies.
Based on theoretical knowledge and the
findings of previous research, a conceptual
model of organizational values influence on
competencies of managers was developed and
tested. In principle we can assert that findings
of other studies regarding the researched topics
support the objectives, set in this paper. Hence,
we may conclude that there is an undeniable
influence of organizational values on managers’
competencies. Taking this into account we
can say that we have proven that theory of
management by values [17] is valid.

For each of the six selected organizational
values (quality, innovation, responsibility, ethics,
customers and employees) we have shown that
there is a direct correlation to the corresponding
behavioral patterns that are represented in
managers’ competencies (quality assurance,
innovative behavior, responsible behavior, ethical
conduct, behavior focused on customer satisfaction
and cooperation with employees). Using linear
regression analysis we may confirm that each
organizational value explains a certain percentage
of corresponding competence of managers.

The statistically significant correlation
(r = 0.277) as well as a relatively high level
of variability (7.4%) explained between
independent variable OVQ - Organizational
value quality and variable CQ — Competencies
quality, clearly shows that quality is very
important for any organization, since nowadays
more or less everything is about quality, and
customers want better quality in every aspect.
On the other hand, the statistically significant
correlation (r = 0.203) as well as a relatively low
level of variability (3.8%) explained between
the independent variable OVI — Organizational
value innovation and the dependent variable
Cl — Competencies innovation, is somewhat
alarming, since it shows that even if
organizational value innovation is perceived
to be important within the organization,
managers do not seem to show it through
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their work so directly. Nevertheless, innovation
is important for every organization since it
is the source of prosperity. There was also
statistically significant correlation (r = 0.534)
as well as moderate level of variability (28.3%)
explained between the independent variable
OVR - Organizational value responsibility
and dependent variable CR — Competencies
responsibility. This was somewhat expected,
since responsible behavior is promoted by all
societies. Results also show that responsibility
as a value positively influences responsible
behavior of managers. The statistically
significant correlation (r = 0.397) as well
as the moderate level of variability (15.5%)
explained between independent variable OVE
— Organizational value ethics and dependent
variable CE — Competencies ethics, was also
somewhat expected, since ethical behavior
has been promoted by all the levels in society
for decades. Results also show that ethics as
a value influences managers’ ethical behavior
and is reflected in their work practice. The
statistically significant correlation (r = 0.523)
as well as the level of variability (27.2%)
explained between independent variable OVC —
Organizational value costumers and dependent
variable CC - Competencies costumers,
indicates the importance of customers. This
result, as may be argued by some, might be
viewed as overstated, given that research
was done in a sector that is focused on direct
customers (travel and leisure). However,
research questions did not distinguish between
different types of customers. Nevertheless,
results support the initial claim that customers
as an organizational value influence the
behavior focused on customer satisfaction
by managers. Finally, there is statistically
significant correlation (r = 0.497) as well as
a relatively high level of variability (24.5%)
explained between the independent variable
OVEm - Organizational value employees and
the dependent variable CEm — Competencies
employees, what was also somewhat expected,
given that cooperation with employees
promotes the idea discussed in Management
by values theory (MBV) that employees must be
valued. The results clearly show that employees
as a value influence managers’ behavior, which
is focused on cooperation with employees.

Our research had certain limitations. First,
there was the research instrument, i.e. the
questionnaire. On the one hand, it is the most

appropriate tool for research, but on the other
hand, structured questionnaires give little room
for in-depth knowledge on certain subjects.
Second, there is the limitation of the sample.
We decided to conduct a research in a single
sector. Ideally the research would be undertaken
on a larger scale, including several sectors.
However, the validity of the research [27] made
in a single sector and concluded that results can
indeed be generalized if the selected sector is not
specifically denoted by population assumptions.
Another limitation to this research also lies in the
fact that it was conducted in a single country,
hence, results may vary by country. Overall, we
believe that results are still representative and
the limitations are withheld to the minimum, thus
results are generally applicable and can also be
used for further research.

From the viewpoint of practice the
results clearly support the theoretical
conceptualizations [17] that in the 21st century
is most likely to bring about changes in everyday
work life that will impact the ways, in which
organizations are managed. We believe that
organizational values are very important for
organizational performance. Hence, they are
not just a marketing tool for customer aquisition.
Organizational values are becoming increasingly
important, and are having an influence on
managers’ behavior and their work practice.
However these results should not give the reader
the assumption that only those organizations
with healthy organizational values, which are
incorporated into managers’ competencies, will
be able to prosper in the future, there is no doubt
that these organizations will be more successful
but setting goals is still very much important,
and values as well as competencies will just be
a tool that will help set proper goals and show
proper paths to reach them.
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THE INFLUENCE OF ORGANIZATIONAL VALUES ON COMPETENCIES
OF MANAGERS

Mitja Gorenak, Marko Ferjan

This paper discusses the influence of organizational values on managers’ competencies.
Organizational values are a reflection of individual values of founder or founding members of the
organization. Through time organizational values are shaped by every member of the organization
and by events that shape the organization. On the other hand competencies of managers are not
shared by the whole organization though they do influence the way managers run their organizations
and through this also how organizations work. Based on the findings of previous studies a model for
measuring the influence of organizational values on managers’ competencies was proposed. More
specifically, by conducting a preliminary study a model was created that discusses the influence
of six most commonly stated organizational values on the matching competencies. To this end
research question has been proposed: What is the level of correlation between organizational
values and matching competencies of managers? The paper-and-pencil survey was carried out in
the travel and leisure industry, where 1,100 employees were surveyed. The 388 participants who
filled out the questionnaire represent a 35.27% yield of surveys sent out and 4.26% of the population
of this industry in Slovenia. We have determined that there is a statistically significant influence of
organizational values on matching competencies. This finding clearly indicates that organizational
values have a strong influence on managers’ competencies. This also to some extent supports the
idea of managing by values where managing of organizations is focused on organizational values
and every decision is done through the scope of these values.

Key Words: Values, organizational values, competencies, model, travel and leisure industry.
JEL Classification: M12.
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MULTICRITERIA DECISION-MAKING
WEIGHTS AND A COMPETITIVE PRODUCT

DESIGN

Filip Tosenovsky

Introduction
Competitive environments exist or can be
created for a majority of human activities. This
is true because human activity can usually be
performed by more than one subject, and to
incite subjects to being competitive, it suffices
to compare results of their activity on the
basis of selected criteria or features which
characterize these results. When competition
occurs, one may react to it in different ways.
Trying to distinguish oneself from others is
one reaction, striving to catch up with the
competition or overtake it might be another
reaction. In economy, where economic survival
and prosperity is often the ultimate objective, it
might be necessary to overtake, or at least catch
up with, the competition, as being only different
may not be perceived as a sufficient guarantee
of future financial stability. Staying in economy,
where human activity results in a product, and
holding to the idea that it is advisable to have at
least as good a product as the competition, two
questions arise:
1. How to compare two typologically identical
products in a competitive environment?
2. If a product is worse than another, how to
change its features to make it competitive?

Regarding the first question, it is not
a problem to compare two products of the
same type, as long as they are compared by
a single criterion. The product which is better
by that criterion is simply better overall. More
often, however, products are compared by
more criteria, which makes it more complicated
to make a judgement which product is better,
especially when one product is better than
another by some criteria and worse at the
same time by other criteria. In the less
favourable case, it is possible to assign an
aggregate value to each product so that the
products are eventually comparable. There are

various approaches how to determine such an
aggregate value. One of the approaches assigns
nonnegative weights w,i=1,2,...,n, the
sum of which equals one, to n criteria we work
with when evaluating products, and the product
aggregate value is then given by the weighted
average 4w, +h,w, +...+hw , where h is
an evaluation of the i-th feature of the product,
the feature being defined by one of the criteria
[5]. The features are actually criteria defined by
the customer. The evaluations #,’s are given or
designed by the product maker. The features
discussed may include such characteristics
as product price, product power efficiency,
product battery life, and so on. If a feature can
be looked at in more than one way (product
colour, for instance, can be discussed in terms
of its aesthetic value or its potentially adverse
effect on human health), then each of these
interpretations may represent a separate feature
(in the case of colour, both its aesthetic value
and its safety would represent two separate
product characteristics). The strength of the
weighted-average approach is clear: in a group
of typologically identical products, each product
is evaluated with a single number representing
an aggregation of the product information.
Since there is only one number that is assigned
to each product, the products can be arranged
from best to worst. Although not the only one,
this approach is natural and reflects importance
of all the criteria considered. This type of
aggregate product evaluation will be utilized in
this paper, and will be considered a model that
describes, at least approximately, the decision-
making process customers go through when
buying a product.

As for the second question, assuming
that a lower aggregate product value, as
described above, means a worse product, the
second question asks us how to adjust the
feature levels /,’s of a product so that its new
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aggregate value, implied by the adjusted 7, s,
is higher than its existing aggregate value. To
answer this question, the weights w;’s must
be known because otherwise it is impossible
to calculate either the original or the adjusted
aggregate value of the product. But how to set
the weights if they are defined by the customer?
It is the customer who knows which of the
criteria is important and which isn’t. Product
manufacturers, who would like to adjust the
evaluations hl. ’s to become more competitive,
do not know the weights, and thus cannot know
how to change their product characteristics
accordingly.

This paper focuses on answering the
second question, utilizing the model of the
product evaluation described above. The paper
proposes an approach which results in finding
a specific set of weights without knowing much
about the customer. The approach benefits
from the general theory of optimization. After
analysing the problem of weights, the paper
completes the description of the procedure
for finding the weights with a cost-effective
way of improving the evaluations /s so that
the aggregate value of the upgraded product
was on par with the competition as cheaply as
possible. Further, regarding the weights, the
procedure presented in the paper is compared
with another approach that finds alternative
weights. This alternative approach offers itself
as an answer to the second question more
naturally than the approach proposed in the
paper, but, in fact, it will turn out to be a less
favourable approach, since it may often not have
a realistic interpretation. Also, the proposed
procedure always leads to a unique result, as
will be shown, and this cannot be said about
the alternative procedure. The paper contains
examples of the theoretical results, as well.
The examples support the validity of the theory
proved in the paper.

Generally speaking, the procedure we are
about to deal with technically lies in optimizing
a mathematical expression — in minimizing
the expression. The minimization will seek
weights which will bring an assessment of
one product (a worse one) to an assessment
of another product (a better one) as close
as possible. The decision to minimize the
difference in assesments of two products is
based on the effort to utilize the minimization
in capturing market dynamics, or its change, in
the following sense of the word: let us imagine

that we are a producer who prospers more than
our competitor in terms of product sales, the
competitor serving for our business purposes
as a certain standard. Let us assume that the
competitor starts to overtake us in the product
sales. Such a move necessarily suggests the
market has changed — our product starts to
be percieved differently by customers. We are
interested in how such a change might look like,
according to a model, so that we could respond
to the change accordingly. In trying to find out
the new form of the customer perception of our
product, we could base our inference about the
customer on the fact that the customer evaluates
the product somehow, and we can try to model
this assessment in a ,natural“ way, and on the
fact that, at the moment, we do not fall behind
the competitor too much with our product. We
will never find out how much we fall behind the
competitor with our product, described by its
features and their importance, nor the customer
is likely to describe it exactly due to the amount
of vagueness related to weights. However, we
may approximate the currently small difference
in the perception of our and the competitive
product with the minimal difference in this
perception. None the less, more mathematical
expressions offer themselves as a description
of the difference in the product perception which
could be minimized. We will show, as we already
outlined in the previous paragraph, that some
of these expressions or approaches serve our
purposes better than others. The minimization
can be used as a model that helps us discover
a potential distortion in our expectation of what
the customer wants from our product. Maybe,
the customer began to want something else
than what we had expected. Of course, this
change will also be reflected, among other
things, in our product sales. If the model is to
function reasonably, it should not be used with
too much of a delay after it begins to be obvious
that our market position stopped being superior
to that of our competitor.

Before presenting the approach or the
model, let us note that different procedures to
set weights were proposed in the past by many
authors, using various mathematical tools. As
early as the 1970s, Pekelman and Sen [11]
exploited the possibility of modelling customers’
behaviour with the mathematical programming
optimization, although their procedures were
rather limited to specific market segments,
particularly to cereal products. Most scientific
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papers devoted to this subject dealt with
weights which are defined by decision makers
themselves who know best their subjective
approaches to decision problems. This is not
our situation, however. Our situation is such
that the mind of decision makers/customers
remains unknown to those who want to sell their
products. To give some typical examples of the
papers devoted to weights defined by decision
makers themselves, Nutt [8], for instance,
compared several ways of determining the
weights by decision makers. Choo and Wedley
[2] used the linear programming methodology
and decision makers’ past rulings to find weights
which would lead to multicriteria problem
solutions complying with the decision makers’
notion of how the solution should look like.
Solymosi and Dombi [12] worked out a way
of setting weights, which required information
from decision makers in the form of inequalities.
From more recent papers, Choo, Schoner and
Wedley [3] were preoccupied with pitfalls of
decision-making weights interpretation, giving
recommendations to decision makers how to
proceed when defining weights. A step towards
working with weights without prior information
appeared in a hybrid approach introduced
by Ma, Fan and Huang [7]. The approach
combines objective information and subjective
knowledge to determine weights; the procedure
still requires some specific knowledge of the
decision maker’s behaviour. Most recently, the
scientific progress in the field of multicriteria
decision-making has focused on modelling the
uncertainty embedded in the lack of information
with fuzzy sets and numbers. These approaches
either require all or some information on the
weights. Wang, Li and Wang [15] presented
such approach, their procedures requiring
some information from decision makers in the
form of inequalities. Luo et al. [6] presented an
approach with known weight information, the
approach being based on weighted correlation
coefficients in an interval-valued intuitionistic
fuzzy environment. A similar, but improved
approach applied to group decision-making
was proposed by Park et al. [10]. The approach
requires some information on attribute weights
to be known. Finally, a fuzzy approach based on
an interval-valued intuitionistic fuzzy decision
matrix, was introduced by Ye [16].

As can be seen, the research has been
centred largely on methods which require at
least some information on criteria weights.

Some methods have been presented, which
are very general and do not require much
information on weights, as is the case of Ye [16].
However, this method, for instance, suggests
that a special fuzzy decision matrix is available
from the decision maker who solves the problem.
In our case, it is hard to imagine that a customer
will have a good enough command of the fuzzy
set theory to be able to provide the product
maker with such an input matrix. In light of that,
our approach, as will be seen, is simpler, and
doesn’t require any specific prior information on
the weights from the customer; it rather draws on
general information about his behaviour which is
reflected in the product sales.

1. Weights

In this section, we derive a set of weights
which the customer might potentially use to
assess the importance of individual product
features, or decision criteria, and judge on the
aggregate value of the entire product, using
the weighted average technique. We derive
the set of weights generally and explicitly,
drawing on matrix properties and optimization
techniques. Technical details concerning the
matrix properties are contained in the appendix
to this paper. Throughout the text, the following
is assumed to hold true for the subsequent
procedures to be correct:

1. We improve a product with an aggregate

value bw, +b,w, +...+b,w,, where b, is
a positive evaluation of the i-th quantitative
product  feature.  This prerequisite
automatically assumes that it is possible
to calculate the aggregate value in the
first place, i.e. no different physical units
are considered here. Each evaluation,
which may result from a test performed
for customers by a scholarly journal using
an evaluation scale without physical units,
is in fact determined by product makers in
their production process. The symbol w,
represents the i-th weight defined for the
i-th criterion or feature by the customer.
We shall often refer to this product as
our product in the paper. Our product is
compared to a competitive product valued
at ¢ogw +c,w,+...+c,w, where ¢ is
a positive evaluation of the i-th quantitative
feature of the competitive product. The
same set of features or criteria and weights
is used for both products.
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2. A higher value of the ith product feature
means a better product feature.

3. b<c,i=12,..,n, that is
bow, <D oW, 1t must be stressed
that this condition may not be as strict as
it seems at a glance. If a product feature
violates the condition, which actually means
that our product is better by that feature
than the competitor’s product, it probably
won’t be something that matters much to
the customer given the fact that we still
experience lower product sales. It may then
make sense to leave out this characteristic
from further analysis since it is not relevant,
and the condition 3) will be met without
much harm done to the entire modelling.
We can even get an idea whether such
a feature, say the i-th feature, is important
or not by solving the following simple
linear problem: maximize w, subject to

kakzl and Zkbkwk Schka' If

the maximized value of w, is smaller than
a predetermined number, say 0.1, we may
abolish this feature.

4. We work with a real Euclidean metric space,
whenever metric properties occur in the text [9].

5. We assume that we are in a market where
customers percieve the product consistently,
i.e. the weights assigned to the product
features are similar across the customers. If
a product feature is important to a selected
customer, the importance being expressed
by the corresponding weight, that feature
is also important to a similar extent to
most other customers. An analogy holds
true for less important product features. If
this prerequisite was too far removed from
reality, there would not be much sense in
dealing with the techniques we are about
to describe, as each customer would take
a severely different approach to the product
characteristics. In this case, it would not
make sense to model the weights assigned
to the product by the whole market because
such a model would probably be too rough.
The prerequisite will definitely be more
easily met in an electronics market, where
certain trends are fairly obvious, regarding
what customers like and dislike about
a product, rather than in a highly subjective

market, such as the one with paintings and
other works of art, for instance. No real
trends in product perception exist in the
latter market.

Given the assumptions, let us now return
to the problem of weights. Finding weights,
as proposed in this paper, benefits from
the following property: if a,,i=1,2,...,k,
k >1 , are positive numbers, the symmetric
(k—=1)x(k—1) matrix

a +a, a, a,
a, a,+a, - a,
A A Ay + (1)

is positive definite, and thus has an inverse, as
well. A proof of this statement is in the appendix.

We shall use the matrix property just
described to find the weights. First, let us look
back at the aggregate value of our product, given
by the expression bw, +b,w, +...+b,w, .We
could find weights w,i=1,2,...,n , which
solve the optimization problem

min w,,]es(sziwf —Z:l_ciwi)2 s (2)

w=[w, Wy, ..,

where

S:{WER” :Zw,. =1Lw, 20,1':1,2,...,11}. 3)
i=1

This approach is very tolerant of the extent
to which our product falls behind the competitive
product. This approach implicitly assumes that
our product falls behind the competitive product
as little as possible in the sense given by (2).
It is an optimistic outlook on how the customer
assesses the inferior product. The customer
prefers a different product, the competitive one,
to our product that we want to improve, but only
a little. The difference in the product evaluation
is modelled as minimal. This procedure seems
very natural, if one is an optimist, but the
opposite will later turn out to be true — this
procedure is not very natural. We are going to
propose another optimistic concept. defining

a,=(c,=b),i=1,2..,n (@)

i

and using for convenience the notation

W:(WUWZ,-")Wn); (5)
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we are looking for weights which instead solve
the following problem

minimize f(w) = Z:a,.wi2 onS. (6)

i=1

The concept given by (6) is different.
Looking at the overall value of our product
given by bw +b,w,+...+bw, we see
that each term in this summatlon can be
viewed as a contribution to the overall value
of the product. Let us define a vector of
contributions b = (bw,, b,w,, ..., b,w,) for
our product and a vector of contrlbutlons
c= (CIWI, C,W, , C,W, ) for the competitive
product. Doing so, we optimize the function
on the same set as before, but this time
the optimization or minimization concerns

the expression "c—b" , Where the norm is
Euclidean, as assumed. Therefore, we actually
minimize an Euclidean distance between two
vectors of contributions to the overall product
value.

Let us solve the optimization problem given
by (6). The coefficients a/s are positive by
assumption 3. The set § is clearly bounded,
since each weight is smaller or equal to 1 and
nonnegative. The set S is also closed. To prove
this, one needs to show that any point w € R"
whose distance from S is zero belongs to S [9].
Given a point w e R" ata zero distance from §,
asequence {w, of points w, from S exists
such that hmwk = w[9] Thus, for the function

v =3 w1 h(w) = lim h(w,) =0
since the function is continuous. Also, w, >0
implies W = 0. Therefore, w € S.

Since the function to be minimized is
continuous everywhere and S is closed and
bounded, the optimization problem (6) has
a solution. We will show that this solution
is unique: It is obvious that (6) is a convex
problem, and so, to find its global solution, it
suffices to find its local solution. We will find
a local solution, and since the function in (6) is
strictly convex everywhere, the local solution
will define the unique global solution. To solve

mi? f(w), )
we shall, however, solve a simpler problem
min f(w), (8)
weS
where

S*:{WGR”:iWi:I}. )

i=l1

. As we shall see, the solution
w =argmin f(wW) satisfies w eScS.
wesS”

]

Since W' will solve the problem on a “larger
set, and belongs to §, it will also solve the
original problem. Let us solve the alternative
problem given by (8) and (9) by finding its
unique local minimum. To do so, we use the
substitution 1— "’ 1]W =w,. As is known, the
substitution converts the constrained problem to
an unconstrained one. Inserting the substitution
in f(w), this function is transformed into

n-l n-l
gw,wy,sw, ) = zaiwiz +an(1_zwi)z‘ (10)
i=1 i=1

If a local minimum of g is achieved at a point
w =(w,W,,...,w, ), the set of equations

8g(w*)/6wi =0,i=12,..,n—1 (11)

must hold, or

n=l

Y wi=a,j=1,2..,n-1
k=1k#j
(12)

In matrix notation, we work with equations

(aj +a”)w/. +a,-

Wl a,
*
wW.
2 n
A =0 (13)
*
Wn—] an

where 4 is the matrix (1). Since the matrix has
its inverse (see the appendix),

W1 an
. a
w _
'2 — A 1 n ( 1 4)
*
w, an

n-1

is the only solution to equations (13). Further,
since the Hessian matrix

=(h,=0°g(W')/ owdw,)=24 (15)
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is positive definite, (w;, w,,...,w. ) is the
point where g attains its strict local minimum,
and thus

W' =argmin f(W) = (W, Wy,eo, W._, W),

n-12
weS

(16)

where
n—1
N
=1-> w,.
k=1

(17)

Selecting any one j-th equation in (12), we see
that there exists an index /e{1,2,..,n—1}
such that w, > 0. In the opposite case, if each
w, j=1,2,..,n—1, was nonpositive, the j-th
equation (18) could not hold, since its right-hand
side is positive. The /-th equation, 1</ <n -1,

aw, =aw (18)
then implies that W* is positive, and thus
also each w/—(a /a, )wn,j—lz ,n—1,
is positive. In other words w esS, and w
therefore solves the original problem min f'(w).
Itis also the only solution to the original problem
because f(Ww) is strictly convex everywhere.

Returning to our product, the customer
evaluates the product, according to our concept,
by the number w'b’, where W' satisfies (14)
and (17) and b=(b, b,, ..., b,) is the vector
of individual evaluations of the product features.
The competitive product is valued at w'e' by
the customer, where ¢=(c,, c,, ..., c,) is the
vector of individual evaluations of the competitive
product features. We have w'b’'<w’¢’ by
assumption 3. Our next objective is to catch up
with the competition in a cost-effective way, as
was outlined at the beginning of the paper. To be
more precise, we are looking for a new vector of
evaluations €., =(Cpon. 15> Crow. 25+ s Cpem. ﬂ) of
our product features, for which w'c’ <w c..
Assuming that we want to achieve this objective
without degrading the current parameters of our
product, i.e. ¢ =b is required, the change
of our product features will cost P(c,, —b),
whereP=(R, P, ..., P)) is the vector of prices.
Each price contained in P represents expenses
on the unit improvement of the corresponding
product feature. If we want to minimize these
costs, which is what would mean cost-effective
in our concept, we additionally need to solve the
linear program

min P(c

[

— (19)

new

subject to

we >wie,e. >b

new > Tnew

(20)

2. Alternative Approach

As mentioned earlier, weights that minimize

the expression ||c— bL , where
b =(w, bw,, ..., and
c= (W, Wy, ..., cnwn)’ are found. From the

mathematical point of view, however, it might
seem more natural to seek the weights that
solve the problem

"rip kW) @
where
2
h(W) = h(W,, Wy, ooy W,) = [ZC,.W[ - Zb,w,.j .
i=1 i=1

(22)

It is another optimistic approach to finding
the weights, since this approach assumes that
the aggregate value of our product falls behind
that of the competitor, but not much, and the
amount “not much” is modelled by (21). This
procedure, however, presents complications if
it is compared to the earlier procedure. When
finding the weights, we preferred a solution
which would be unique. Although not explicitly
said, we also preferred a solution in which all
product features were considered, if possible,
i.e. their weights were positive. Otherwise, it
doesn’t make much sense to work with all the
criteria. The solution to the optimization problem
(21), however, does not often meet these
requirements, and thus renders itself a less
favourable procedure. To see these drawbacks,
let us first consider a case when ¢, —b, =k for
i=12,..,n, where k isa constant. Then

2
[Zciw,. —Zbiwij :kZZZWiwj =
i=1 i=1

i=1 j=1

:k2i[§wiwj +Wi(1_§w/)j:kziwi — i
A J=1 i=1

on S°. (23)
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Thus,  A(w,,W,,...,w,) being constant
on ScS°, the problem (21) has no unique
solution. Further, setting first n=2 for
simplicity, and having by assumption
k=c¢-b>0, k,=c,—-b,>0, k #k,, the
function g(w,) = h(w,,1—w,)satisfies

g'w)=2w (k —k,)* +2k,(k, —k,), (24)

which is certainly positive for &, >k, and
w, 20, or negative for k, <k, and W, efo,1] .
Therefore, there cannot be a minimum of
h(w;,w,) onSsuchthat 0 <w, <1,0<w, <1,
because if there was, it would be a local
minimum of g(w)=A(w,1-w), and the
derivative g'(w;) would be zero. The only
point from S in which A(w,,w,) can attain its
minimum is therefore at a vertex of S, or at an
extreme point of S. In the more general case,
let us write

2 2
h(wl,wz,...,wn):[Zc‘.wi7Zbiw‘.) :(Zkiwij =
i=1 i=1 i=1

n-1 n-1 2
= (Zkivvl +k,(1 _Zwi)j =g(m, Wy, W, ).
i=1 i=1
(25)
We have

0 Wy W,
B M ) (1 o 0~k

+(k, .,

—k,)w,

n—=1

+k,)(k —k,), 1<1<n-1.
)-4) o

Ifweassume k, <k;,1</<n-1,thesetof
equations og(w,,w,,...,w, )/ 0w, =0,1<]<n-1,
does not have a solution satisfying
w,20,1<i<n-1, since the coefficients
k. 'sare assumed to be positive. We could
have also used a different substitution than

n—1 n
W, :1_2,-:1 W however; Wi :l—z,zzwf ,
for instance, which would give us a function
g(w,,wy,...,w,) having derivatives

0, s Wases W,
g(vv+/w/)=2((kz —he ) w + (ks =k )ws +

+(k, =k )w, +k)(k, k), 2<I<n.
(27)

Again,assuming k, <k,,2<[<n thesetof
equations 0g(w,,w;,...,w,)/ 0w, =0,2<[<n,

does not have a solution satisfying
w,20,2<i<n. It follows from here that
whenever there is a unique minimum among
the numbers k =c¢,—b,i=12,..,n, the
problem min #(w) on S does not have
a solution in the interior of S . If it had, the point
would be a local minimum of 4(w) not only on
S, but also on §* 5§ . This would mean,
however, that the “projection” &, constructed
from  p(w) through a suitable substitution,
would have its derivatives equal to zero at that
point. This possibility has just been ruled out for
many cases, using various substitutions. If there
is a solution to the problem min A4(w) on §, it
is not in the interior of S in many cases, and so
it must be on the boundary of S in those cases,
making itself an extreme solution. These cases
are documented in the examples that follow.

We see that the procedure which seemed
more natural is, on the contrary, more artificial.
It does not always have a unique solution, and
if it does have a solution, the solution is in
many cases too extreme to be a good model of
customers’ preferences — it does not take into
account all the criteria.

3. Examples

What follows is a series of examples working
with four different criteria. In the examples, we
find the weights, using the approach proposed
in the paper. We also use the Solver module
of the Excel spreadsheet programme to see
that the procedure is correct. The computer
result serves as an empirical verification of the
validity of the explicit and existing mathematical
solution. The weights in the examples are also
found by the alternative approach, using the
Solver. The examples show that all the points
presented in the paper hold: our explicit formulas
for calculating the weights and the extreme or
unnatural character of the solution provided in
many cases by the alternative approach.

3.1 Example 1

Set ¢=(7,5,2,9),b=(52,2.7,1.1,6.4), ie.
a=(a,a,,a,a,)=(3.24,529,0.81,6.76) .
We have

w a, 10 676 676)" (6.76) (0.164156
W, |=4"" a, |=| 676 1205 676 -|6.76 |=| 0.100542
W, a,) \676 676 7157) |676) |0.656624

and w, =1—w, —w, —w, =0.078678.
These are also the values returned by the
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Solver. If the same product feature levels were
used to find the weights with the alternative
approach, the alternative approach would
give the result (W, , w,, w;, w,)=(0,0,1,0)
according to the Solver.

To catch up with the competition, we are
solving the problem min P(c,., —b)" subject
to w'e/, >w'e ¢, >b, where the vector of
expenses P is known and specified beforehand.
Let us assume for our illustrative purposes that
P =(50, 30, 40, 45) . Then the linear problem
is optimized for the proposed weights by the
vector ¢, o =(52,2.7,3.11,6.4) , the
result being’o%tained by the Solver, for instance,
and the cost of the change amounts to 80.5
currency units.

3.2 Example 2

Setting the vectors of product features
¢=(3.56,8.12,7.81,4.35),b = (2.18,7.15, 6.13, 3.03),
i.e.

a=(q,a,,a,a,)=(1.9044,0.9409, 2.8224,1.7424)
gives the weights

w a, 3.6468 1.7424 1.7424)" (1.7424) (0.208692
W, |= A" a, |=| 17424 26833 17424 | {17424 | =] 0.422308
w; a,

1.7424 1.7424 4.5648 1.7424 0.140814
and w, =1—w —w, —w; =0.228096.
These are also the values returned by the Solver.
If the same product individual evaluations were
used to find the weights with the alternative
approach, the alternative approach would
give the result (W, , w,, w;, w,) =(0,1,0,0)
according to the Solver.

As earlier, we need to
change the product features to
Coon. opimat = (2-18,10.075,6.13,3.03)  for
87.74 currency units if the proposed weights
are used, and we want to stay competitive.

Conclusions

This paper dealt with the desire to establish
product features that would lead to a competitive
product. What is competitive and what is not
is entirely defined by customers, therefore
companies can only guess at this definition,
or put another way, they can only model the
customers’ behaviour. A very natural model
exists in the framework of multicriteria decision-
making, which evaluates the whole product with
a weighted average, the weights in the average
being defined by the customer, and the averaged

terms being values of the individual features of
the product. These values are what makes up
the product design. The paper presented a way
of modelling the weights, which are otherwise
usually unknown, so that companies could
adopt changes to their product features and
make them more competitive. Such a model
of weights reflects a specific behaviour of the
customer, and can be used in instances when
companies believe that this behaviour could
be in place. These instances include situations
when the customer’s evaluation of two products
is very similar. This happens, for example,
when a company begins to leave the stage of
saturation in its business cycle. The approach
of modelling the weights was compared to
another approach that perhaps crosses one’s
mind in a more straightforward way, and can be
thus considered more natural. The paper has
shown, however, that the opposite will often be
true, and the alternative approach will often be
unsuitable for such modelling purposes.

At the very end of the analysis it is also
necessary to note that customer satisfaction
depends not only on the product itself, but also
on pre-production and post-production services
for which alternative ways of improvements
would probably be more appropriate, given the
qualitative rather than quantitative character
of the services. Such alternative procedures
include, for instance, techniques derived from
Taguchi methods [13], [14].

Appendix

We shallprovethe statement:if a,,i=1,2, ..., k ,
k>1, are positive numbers, the symmetric
matrix (1) is positive definite, and thus has an
inverse, as well. To show the validity of this
statement, we use induction. For k=2 and
k =3, the corresponding determinants of (1)
are positive, and the statement for such &
follows from the Sylvester’s criterion [4]. Let us
assume the statement holds for every integer
from 2 up to an integer k=n—-1,n>4, and let
us show that if this is the case, the statement
also holds for the subsequent integer k =17, i.e.
the matrix

al + an an T an
A= an a2 + an ce Cln
an an anf] + an
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is positive definite. Subtracting the second-to-
last row of 4 from the last row of 4 implies

a, + a, a, [ a,
det A = a, a,+a, - a, _
a, a, a,,+a,
a +ta, a, a,
| 4 a, +a, n | _
0 0 —a,, 4a,,
a +a, a, n
a a,+a a
2n-2 n 2 n n
Ay (71) : +
a, a, a,,+a,
D\
a ta, a, n
a, a, +a, n

FEa) D e e s

=D, +D,.

The term D, is positive, since a,  is
positive by assumption, 2n—2 is even for any
integer 7, and the determinant appearing in D,
is positive by the induction assumption. As for
the term D, , subtracting the second-to-last row
of the matrix appearing in D, from its last row,
we have

al+a” a” e e a”
a, a+a, - a,
an n aﬂ*:} + aﬂ an
n n o a”
al + an a»x an
a, a,+a, a,
a/; a»x a/’73 + a/; an
0 0 -a,, 0
al + am an an
a, a, + a, a,
2n-5
—a, - (-)*. .
n an anf4 + arz n
a . a

Repeating this procedure, we see that

Dy =(=a) (=) (=a,,) (=)’ (=D ... D)™

n—3 terms

n—3 terms

. a, + a, a,
a!l aﬂ
= 54749+..+(2n-3)
_ n-3 +74+9+...+(2n-.
D, =(-1)"""- a,, |-(=1) “a,-a,.
i-2

The sign of D, depends only on the expression

(1" (=) e s even, 1> S,

(71),1,3 .(71)5+7+o+...+(2,773) _ (71)"73 .(71)5+(n+2)(uf4) >0,

since (n—3)+5+(n+2)-(n—4) iseven.If n
isodd, n=>5 ,

(_1)n—3 _(_1)5+7+<>+..A+(2n—3) = (=1 .(_1)(“1)(”-3) >0,

since (n—3)+(n+1)-(n—3) is even again. The
determinant of A is therefore positive in either
case, implying that A4 is positive definite by the
Sylvester’s criterion.
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MULTICRITERIA DECISION-MAKING WEIGHTS
AND A COMPETITIVE PRODUCT DESIGN

Filip ToSenovsky

The paper presents a general way of improving product features so that products were more
competitive. The presented concept first represents the general standard of a product to be
improved by a weighted average of the product feature levels, thus drawing on concepts from
muilticriteria decision-making theories. The paper then models the weights appearing in the average
so that the average could be calculated, and the product could be improved, achieving at the same
time that the modelled weights reflect a specific behaviour of the customer who is the ultimate judge
of the product quality or standard. The reason for doing so is the fact that it is the customer who
defines the weights which attach importance to each product feature. Since the behaviour of the
customer is unknown, the weights are unknown, and must be modelled. If the weights are modelled
in such a way that the resulting model reflects a specific customer behaviour, companies may
refer to this model, when improving their products, provided there are reasons to believe that such
a specific customer behaviour is occurring in the market. The approach to modelling the weights
presented in the paper is compared to another approach for finding the weights, the alternative
approach offering itself as a more natural way for these purposes. The paper shows, however,
that the alternative approach lacks some desirable properties that the approach proposed in the
paper is able to provide. The concepts presented in the paper are proved generally, using known
mathematical optimization techniques, and the proved theory is accompanied by examples which
support the validity of the general statements.

Key Words: Product evaluation, weighted average, weights, optimization, weight interpretation,
cost-effective product improvement.
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THE BUSINESS ENVIRONMENT OF SMALL
AND MEDIUM-SIZED ENTERPRISES

IN SELECTED REGIONS OF THE CZECH
REPUBLIC AND SLOVAKIA

Jaroslav Belas, Valér Demjan, Jozef Habanik, Maria Hudakova,

Juraj Sipko

Introduction

The business environment of small and medium-
sized enterprises (SMEs) is a current area of
theoretical research and practical applications
in the European Union. The financial crisis
and the gradual recovery of the economies in
the European Economic Area brought about
a deterioration of the business environment.
It can be assumed that business risks have
increased due to turbulence in the economic
system. SMEs are currently operating in a more
demanding economic environment, and many
of them are struggling to survive.

The fundamental prerequisite for successful
management and the development of all
businesses is a favourable business environment
in which the state supports and protects
economic competition, creates clear and stable
rules, and effectively ensures compliance
by all market participants while minimizing
administrative barriers towards entrepreneurs.
A positive perception of the business situation
by society might mean a greater interest in
starting a business, which can further lead to
a higher rate of GDP and higher employment
rates. Generally, it is the prevailing opinion
that countries with better conditions for doing
business achieve also a higher standard of
living.

In this article, the current situation of the
business environment of SMEs in selected
regions of the Czech Republic and Slovakia has
been examined. Our research was dealing with
socio-economic parameters of the business
environment such as motivational factors,
status in society, level of corruption, business
risks, approach to debt finance, ability to
manage financial risks and business optimism.

1. Theoretical Aspects of SMEs
Business, the Business
Environment, Risks, Debt
Financing of SMEs

SMEs have become an increasingly important

component of economic  development,

representing a substantial proportion of national
economies worldwide [21]. In this context,

Henderson and Weiler indicate that SMEs can

be characterized as a major engine of economic

growth. [20]

The European Commission [11, p. 4] states
that “the source of lifeblood” of the European
economy lies in 23 million small and medium-
sized companies which represent more than
98% of the business community. They provide
two-thirds of the total employment in the private
sphere, and over the last five years, they have
created approximately 80% of new jobs.

SMEs play an important role in the economic
systems of the Czech Republic and Slovakia. In
2012, the share of SMEs in the total number of
active enterprises in the Czech Republic was
99.86% while the share of added value was
53.81%. The share of SME employees in the
total employment in the business sector in the
Czech Republic was 59.43% in 2012. [31] In
Slovakia, the share of SMEs in the total number
of active enterprises was 99.2%; in the total
employment it was 59.5%. The share of added
value was 55.6% and the share of SMEs in the
profit before taxes was 51.6%. [35]

Entrepreneurial orientation is important
for SMEs. Soininen et al. [41] consider
innovativeness, risk-taking and proactivity as
the basic characteristics of entrepreneurial
orientation. Their results do not support the
assumption that entrepreneurial orientation
is positively related to the profitability of small
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firms. On the other hand, there is a positive
relationship between the entrepreneurial
orientation of a firm and a firm” s rate of growth.

According to Eggers et al. [10], to drive
growth, a firm will need to deploy a strategy
centred on entrepreneurial orientation. Authors
indicated that entrepreneurial orientation is
positively related to SME growth, but customer
orientation shows a negative association with the
growth. Anderson and Eshima [2] examined the
influence of the firm age and intangible resources
on the relationship between the entrepreneurial
orientation and the firm growth. [42]

Hamilton argues that initial employment
size, rather than age, was found to have some
bearing on the nature of the growth path.
Smaller firms grew more often and with more
continuity than larger firms. In larger firms,
the growth occurred in relatively large isolated
steps with little continuity. [18]

Avlonitis and Salavou note that active
entrepreneurs do not like passive entrepreneurs
and adopt a more aggressive orientation
characterized by the willingness to undertake
an action of high risk before their competition.
Nonetheless, proactiveness contrary to risk-
taking is found to be an important contributor to
the performance of new products introduced by
both groups. [4]

Lasagni investigated the role of external
relationships as key drivers of small business
innovation. Her results indicate that innovation
performance is higher in SMEs that are
proactive in strengthening their relationships
with innovative suppliers, users, and customers.
[27] In this context, Kraus et al. state that
innovative SMEs do perform better in a turbulent
environment. [25]

Keh, Nguyen and Ng examined the
influence of entrepreneurial orientation and
marketing information on the performance
of SMEs and indicated that entrepreneurial
orientation plays an important role in enhancing
firm performance. Information utilization has
a positive impact on firm performance, and there
is a positive relationship between information
utilization and making marketing decisions and
the subsequent firm performance. [22]

A wide range of authors deal with SME
management, e.g. [30], [33] According to
Fetisovova, Vlachynsky and Sirotka, basic
business risks of SMEs include, e.g., limited
access to loans, small capital strength, increased
competition, high tax and levy burden, low level

of management skills, low level of diversification,
administrative complexity, risk of failure, and
connection between work and private life. [13]
In this context, Hasle et al. state that most
owner-managers take a positive approach to
the working environment, but also try to “talk
risk down,” criticize regulation as bureaucracy
and place part of the employer responsibility
onto the employees. [19]

The Association for Financial Professionals in
collaboration with Zanders Treasury and Finance
Solutions conducted in 2013 an international
survey called the Treasury Risk Survey, which
was focused on global trends in corporate
risk management. According to this survey,
among the most serious threats to European
companies are liquidity risk, foreign currency
risk and reputation risk. Great attention is paid
to business and counterparty risk — whether it is
represented by credit risk related to customers
or by the financial stability of suppliers, banks
and other providers of funding. [6]

A particularly important issue to SMEs
is the financial gap produced by their limited
access to external financing. Even before
the economic downturn, some of the small
businesses had troubles obtaining the funds
necessary for growth and innovation. Due to
the financial crisis, banks are even less willing
to lend to companies in many countries, which
further exacerbated the problems SMEs were
already facing. [11]

In this context, Dierkes et al. argue that
SMEs are smaller, more informationally
opaque, riskier, and more dependent on trade
credit and bank loans. [8] According to Canales
and Nanda, small businesses, and particularly
young small businesses, have little internal
cash flow to finance their operations and are
also associated with significant asymmetric
information. [5]

According to Majkova-Sobekova, the high
risk of SMEs is characterized by a high level
of debt and a limited capacity to guarantee.
As such, the acquisition of commercial loans
for such companies is highly problematic.
[29] In this context, Di Giuli, Caselli and Gatti
report that for SMEs, credit availability is a vital
developmental element. [9]

According to Neuberger and Réthke,
micro-enterprises are especially predisposed
to incorrect selection and moral hazard, and
therefore their access to debt financing is
limited. Small firms are characterized by higher
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information asymmetry and credit risk. [37] This
opinion is confirmed by Kirschenmann and
Norden, who argue that information asymmetry
and bargaining power are especially important
in small business lending because small
firms are informationally opaque and bank-
dependent. [23]

Moro and Fink reported that banks play
an essential role in financing firms, especially
SMEs, since they have more difficulty accessing
equity capital markets. The process used by
banks to decide whether and how much to
lend relies on different lending technologies,
and banks usually tend to use more than one
technology at once. [34]

Business  activities are  significantly
determined by the environment of the company,
which forces it to use a particular method of
behaviour and to choose particular business
goals and ways of achieving them. In this
context, important roles are played by the
social environment and the political and legal
environments that are created by the state
authorities. Presumably, a positive perception
of these companies by their environment
could stimulate their financial performance
and accelerate the positive influences of these
companies on society.

2. The Study’s Aim, Methodology and

Results
The aim of this article was to define and compare
current trends in the business environment of
small and medium-sized enterprises in selected
regions of the Czech Republic and Slovakia.
In accordance with the objective, motivational
factors, status in the society, level of corruption,
current business risks, the approach to loan
financing, the ability to manage financial
risks and business optimism in the business
environment have been examined.

The research of the business environment
was conducted in 2013 in the select regions
of the Czech Republic and Slovakia through
a questionnaire. In the Zlin Region (ZL) of the
Czech Republic, 180 SMEs were contacted; in
the Zilina Region (ZA) of Slovakia, 164 SMEs
were contacted; and in the Trencin Region (TN)
of Slovakia, 105 SMEs were contacted. Each
company’s data was provided by their owners.
In the Zlin Region, there were 107,000 SMEs in
2012. In the Zilina Region, there were 72,512
SMEs in 2012. In the Trenéin Region were
55,722 (including self-employed). [31], [32]

These regions have been chosen because
of their common national border, long-term
intensive economic cooperation and similar
economic parameters. But at the same time,
these regions are parts of different countries,
allowing us to compare the effectiveness of
economic policy towards SMEs in these regions.

The Zlin Region has an area of 3,964 km?
and about 600,000 inhabitants. In 2012, the
GDP per capita was about 11,720 EUR, and the
unemployment rate was about 8%.

The Zilina Region has an area of 6,800 km?2.
The total population is approximately 700,000
and the population density is 102 inhabitants
per km2. The unemployment rate increased to
11.91% in 2011. The GDP per capita that year
was 10,794 EUR.

The Trencin Region has an area of 4,502
km? and has about 600,000 inhabitants. The
GDP per capita reached 10,744 EUR in 2010
(88.57% of the average GDP per capita in
Slovakia), and the registered unemployment
rate was at 10.89% in 2012 (significantly below
the national average of 14.44%). This region
has a strong industrial tradition, reflected in
the fact that the share of the industry on GDP
reached the level of 33.96% in 2010 which
significantly exceeded the national average
of 26.46%. However, this region is struggling
with transformation problems and needs to
increase dynamic adaptation to the knowledge
economy conditions particularly in the sectors
of information, communication, technical,
scientific and administrative services. The share
of these sectors in the GDP formation reaches
only 7.85%, which is substantially lower than
the share of these sectors which contributes to
the GDP formation of Slovakia (12.26%).

In our research on the Zlin Region, the
largest share of SMEs was operating in trade
activities (35%), followed by manufacturing
companies (29%), construction firms (12%),
transport companies (4%), and agricultural
enterprises (3%). The remaining share was
formed of companies operating in other sectors.

In the Zilina Region, the structure of
companies was as follows: 17% of companies
operated in the manufacturing sector, 21% in
the trade sector, 17% in the construction sector,
6 % in the transport sector, 1% in the agricultural
sector. The largest portion of companies
operated in other sectors (38%).

In the Trencin Region, the structure of
companies was as follows: manufacturing
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companies (21%), trade companies (21%),
construction companies (18%), transport
companies (4%) and agricultural firms (5%).
The largest portion of companies operated in
other sectors (31%).

From the total number of 180 surveyed
firms in the Zlin Region, 70% of them were
doing business more than 10 years, 21% of
them between 5 and 10 years, and 9% of them
between 1 and 5 years. Therefore, the study was
examining quite experienced entrepreneurs.
The age structure of companies was as follow:
58% were micro-enterprises, 31% were small
enterprises and 11% were medium-sized
companies.

From the total number of 164 surveyed
firms in the Zilina Region, 38% were doing
business more than 10 years, 32% of them
between 5 and 10 years, 30% of them between
1 and 5 years. Therefore it can be stated that
companies were equally distributed regarding
the length of doing business. The age structure
of companies was as follows: 66% were micro-
enterprises, 20% were small enterprises and
14% were medium-sized companies.

From the total number of 105 surveyed
companies in the Trencin Region, 54% of the
companies had been in business more than 10
years, 25% from 5 to 10 years, and 21% from 1
to 5 years. The size structure of the companies
was as follows: 62% were micro-enterprises,
31% were small enterprises and 7% were
medium-sized enterprises.

In our research, we examined if there
were statistically solid differences in several
attributes among SMEs in the selected regions
of Slovakia and the Czech Republic according to
their field, age and size. In detail, we quantified
the differences between the trading companies
and the others, between the companies over
10 years old and the others and between the
micro-enterprises and the others.

The business environment is determined
by personal characteristics and motives of
individual entrepreneurs. Creativity, risk taking
and independence increase the probability of
becoming an entrepreneur and decrease the
probability of becoming an employee. [24]

Almeida, Ahmetoglu, and Chamorro-
Premuzicshowthatthe METAmodel (Awareness,
Vision, Creativity, and Opportunism) is the
strongest and the most consistent predictor
of an entrepreneurial activity. Entrepreneurial
individuals are characterized primarily as

enterprising and creative, and to some degree
as social and investigative. [1]

According to the survey of PwC, the major
motivations among Czech entrepreneurs to run
one’s own business are the wish to be free in
decisions and a passion for the field of business.
Only after these attributes were financial
motivation, success and prestige mentioned.
[39] A survey by GE Money Bank listed these
as the most important motivations: desire for
money, flexible working hours, a certain lifestyle
and the necessity of independence. [14]

In line with previous findings, we hypothesize
the following:

H1: The major motivation to run one’s own
company in the region of Zlin is money.

H1a: There exist no significant differences
in the motivation to run one’s own business
between the regions of Zlin and Zilina and
between the regions of Zlin and Trencin.

H1b: Less than 20% of entrepreneurs in
the region of Zlin started their own business
because they perceive it as their mission.

H1c: Less than 20% of entrepreneurs in the
regions of Zilina and Trencin started their own
business because they perceive it as their mission.

H1d: Money as the motivation to run
one’s own business is assessed the same,
irrespective of the field, the age and the size of
a company.

Various surveys show the perception of
entrepreneurship by society is still relatively
negative in Slovakia and the Czech Republic.
For instance, according to the survey of the
National Agency for Development of Small and
Medium Enterprises, 69.9% of respondents
think entrepreneurs in Slovakia just try to quickly
achieve as high profits as possible, 78.2%
believe entrepreneurs are getting rich by taking
advantage of ordinary people and are abusing
their employees. [36] GfK Czech (2013) argues
that 45% of the Czech inhabitants perceive
entrepreneurs in a negative way. [16]

Therefore, we hypothesize the following:

H2: There are no statistically significant
differences in the perception of entrepreneurs
by society between the regions of Zlin and Zilina
and between the regions of Zlin and Trencin.

H2a: Less than 10% of entrepreneurs in the
region of Zlin think that society perceives them
positively.

H2b: The assessment of positive perception
of entrepreneurship by society is the same,
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irrespective of the field, the age and the size of
a company.

The relationship between the state and
entrepreneurs is complicated in the long run, as
these entities have opposite ideas about how to
manage the economy.

Entrepreneurs generally evaluate the
approach of the state to their needs and
interests negatively. As it was revealed in
a survey by the web server Podnikatel.cz
(2013), most business owners spend even
entire days filling out forms. The vast majority
of entrepreneurs believe that the talk of
reducing administrative burdens in the Czech
Republic is meaningless. According to 59% of
Czech businessmen, the bureaucratic burden
has been increasing in recent years. [38]

The study of the World Bank called Doing
Business 2014 presents the current situation
of the business environment in the Czech
Republic, and also the development of this
situation. In the overall ranking, the Czech
Republic has fallen 7 points in the last year
to 75" place, ending up just behind Romania
and the Republic of Vanuatu. All of the Czech
Republic’s neighbours were ranked higher:
Slovakia was ranked 49", Poland 45", Austria
30" and Germany 21s. Furthermore, the
Czech Republic also has a disastrous outcome
in assessing the ease and cost of starting
a business. Out of 189 countries, the Czech
Republic was ranked in 146™ position, a drop
of 6 points in comparison to the previous year.
To start a business in the Czech Republic, you
must undertake an average of 9 procedures.
The average value for OECD at the same time
is 5 procedures. In the Czech Republic, you can
create a company in 19.5 days, whereas the
OECD average value is 11 days. [38]

The business environment in Slovakia was
negatively perceived by 56% of companies in
2013. This was determined by an economic
survey conducted by the Slovak Chamber of
Commerce among its members. [40]

Based on this, we hypothesize the following:

H3: There exist no significant differences in
the opinions of entrepreneurs about the state
attitude to their needs between the regions of
Zlin and Zilina and between the regions of Zlin
and Trencin.

H3a: Less than 10% of entrepreneurs in
the region of Zlin uphold that the state fulfils its
duties and helps them in their activities.

H3b: The intensity of positive assessment
of the state activities by entrepreneurs is the
same, irrespective of the field, the age and the
size of a company.

Corruption represents a serious problem
in both countries. According to the reports of
the Security and Intelligence Service of the
Czech Republic (BIS), there exist widespread
corruption activities and the ciphering off
of public funds by private parties through
outsourcing, projects of public and private
sector partnerships, the manipulation of public
contracts and the misuse of European subsidies
in the country. These activities, however,
could not exist without considerable help from
politicians in both countries. [17] According
to a survey by the Association of Small and
Medium Entrepreneurs and the Self-Employed
of the Czech Republic, 59.3% of entrepreneurs
think it is not possible to obtain a public contract
in the Czech Republic without giving special
provisions or bribes. The average provision
was 15.7% of the amount of the contract. [3]
Moreover, a survey by Ernst & Young indicated
that 69% of Czechs consider corruption in
running one’s business to be a widespread
phenomenon. [28]

According to Transparency International,
the Czech Republic in perception of corruption
occupied 54" place in 2012 (Slovakia was in
the 62" position). These results point out that
corruption both in perception and practice is
strong in both countries. [17]

Based on these findings, we hypothesize
the following:

H4: The perceived degree of corruption in
the region of Zlin is lower than in the regions of
Zilina and Trencin.

H4a: At least 50% of entrepreneurs in the
region of Zlin have experienced corruption and
cronyism in their business activities.

H4b: The perception of corruption by
entrepreneurs in the selected regions is the
same regardless the field, the age and the size
of a company.

According to Fetisovova et al., the
financial and economic crisis has had serious
implications on the performance of small and
medium-sized companies in the European
Union. In 2009, the gross production of SMEs
within the EU27 decreased by 5.5%. Insufficient
effective demand was the most urgent issue for
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29% of these SMEs. The authors report that the
demand in the domestic markets of the EU27
will remain weak. [12]

A particularly important problem of SMEs is
a financial gap since many of these companies
have limited access to external financial
sources. Even before the economic downturn,
some small businesses were having trouble
accessing the funds necessary for growth and
innovation. As a consequence of the financial
crisis, banks in many countries are even less
willing to lend to businesses, which further
escalates the problems faced by companies.
[11] According to Fetisovova et al., the approach
to financial resources for SMEs represents
a serious problem for SMEs. However, in the
short term, it is less urgent than the lack of
demand on domestic markets. [12]

The global financial crisis has caused
considerable concerns about what the banks’
practices will be in relation to the loan financing
of the corporate sector. The current signals
confirm that banks in the Czech Republic and
Slovakia have tightened the conditions for their
clients. A highly unfavourable situation can be
observed from the perspective of companies
because of restrictions on the business
community in relation to financing by bank
instruments. [15] In this context, Cowling, Liu,
and Ledger state that generally, loans were
more readily available to larger and older firms
throughout the recession. At its peak, 119,000
(10% of the total stock) smaller firms in the UK
were denied credit in a three-month period. [7]

As a consequence of such findings, we
hypothesize the following:

H5: The most important business risk in
all regions is, according to entrepreneurs, the
market risk.

H5a: The average value of the market risk in
the region of Zlin is higher than 40%.

H5b: Entrepreneurs in the region of Zlin
are facing a market risk less intensive than
entrepreneurs in the regions of Zilina and
Trencin.

H5c: The evaluation of the market risk by
entrepreneurs is the same irrespective of the
field, the age and the size of a company.

H6: In the region of Zlin, the average
decrease in the performance of SMEs is at
least 15% in comparison to the period before
the crisis.

H6a: There exist no significant differences
in the structure of performance decrease of

SMEs between the regions of Zlin and Zilina
and between the regions of Zlin and Trencin.

H6b: The structure of performance decrease
of SMEs is not correlated with the field, the age
and the size of a company.

H7: The entrepreneurs in the selected
regions assess the approach of banks to their
financial needs at the same level.

H7a: Less than 50% of entrepreneurs in
the region of Zlin think that banks accept their
needs and behave in an appropriate way.

H7b: The positive assessment of the banks’
behaviour by entrepreneurs does not depend
on the field, the age and the size of a company.

The financial crisis has significantly
changed the view on risk management in the
SME segment in European countries, including
Slovakia. Based on many studies dealing
with corporate management in Slovakia and
published during the crisis, the most common
failures, which can substantially affect the
potential ability of a company to survive during
the crisis, were for example mismanagement
of cash flows or insufficient management of
financial risks, i.e., the lack of an early warning
from the financial manager. [26]

Based on this, the following hypotheses
were formulated:

H8: The evaluation of the entrepreneurs’
abilities to manage risks is the same in all the
selected regions.

HB8a: At least 90% of entrepreneurs in the
region of Zlin think they can manage financial
risks in their companies properly.

H8b: Entrepreneurs in the region of Zlin are
more self-assured they can manage financial
risks compared to entrepreneurs in the regions
of Zilina and Trencin.

H8c: The perceived ability to manage
financial risks in a company does not depend
on the field, the age and the size of a company.

According to PwC, nearly 70% of the
owners of Czech companies expected growth
of their businesses in the short term. This
growth should have been achieved through the
acquisition of new customers and the further
penetration of existing clients. Entrepreneurs
explained that the biggest threat to their growth
is the existence of intense low-cost competition,
which they will compete with by producing
higher quality products and taking better care of
their customers. [39]
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Therefore, we hypothesize the following:

H9: The optimism among entrepreneurs is
the same in all the selected regions.

H8a: At least 90% of entrepreneurs in the
region of Zlin believe their company will survive
the next five years.

H9b: The optimism among entrepreneurs is
at higher levels in the region of Zlin than it is in
both selected Slovak regions.

H9c: The level of optimism among
entrepreneurs does not depend on the field, the
age and the size of a company.

The associations in contingency tables were
analysed by Pearson statistics for count data.

Motivation to start a business in the

The P-value is being compared with the
standard 5% confidence level. A P-value lower
than the confidence level leads to the rejection
of the null hypothesis. The null claims there is
no association between variables. Calculations
have been performed using statistical packages
XL Statistics and R. Finally, instruments of
descriptive statistics, such as percentages and
averages have been used.

3. Results

Firstly, the motivation to start one” s own business
has been investigated. The obtained results and
their comparison are shown in the Table 1.

Czech Republic (CR) and Slovakia (SR

What was your motive for starting CR (ZL) SR (ZA) SR (TN) ';I‘_’az'ﬁ
a business? in % in % in % ’

ZL:TN
1. Money 21.11 48.78 38.10 <0.01/<0.01
2. | perceive it as a mission 20.56 10.98 12.38 0.0230/0.1121
3. | wanted to have a job 29.44 21.95 26.66 0.1438/0.7148
4. | had no choice 10.00 7.92 11.43 0.6297/0.8579
2 (CIED [EEE0TS (| AEEPOTE Ee: 18.89 10.37 1143 | 0.03850.1377

flexibility, etc.).
p-value<0.01/0.0165

The results of our research show that the
major motive for starting one” s own business in
the region of Zlin is the wish to have a job. Thus
H1 was not confirmed. Moreover, our research
demonstrated statistically significant differences
in the motives to start a business between
the regions of Zlin and Zilina (p-value<0.01)
and between the regions of Zlin and Trencin
(p-value=0.0165). The most important driver
to start one”s own business is money in both
selected Slovak regions (p-value in both cases
<0.01). Entrepreneurs of the Zlin Region stated
more often than entrepreneurs of the Trencin
Region that they perceive their business as
their mission (p-value=0.0230). H1a was not
confirmed. H1b was not confirmed either, as
the p-value was calculated at 0.5371. On the
contrary, p-values for the Zlin Region (0.0110)
and the Trencin Region (0.0336) confirmed

Source: own

the validity of H1c, which means that less than
20% of entrepreneurs in both regions started
their business because they perceive it as their
mission.

H1d was partially confirmed. We found
no statistically significant differences in the
assessment of money as the major driver
of running one’s own business between the
trading companies and the others, between the
companies over 10 years old and the others and
between the micro-enterprises and the others.
The only exception was found among younger
companies in the Zlin Region. The companies
under 10 years old stated money as the major
motive for starting their business more often
than the other companies (p-value=0.0063).

The status of an entrepreneur was
examined in the following questions. The results
are shown in Tables 2 and 3.
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How entrepreneurs are perceived by society in the Czech Republic and Slovakia

Do you think that our society _value
(politicians, public opinion, media) CR(ZL) SR(ZA) SR(TN) P

) i o ] . . ZL:ZA/
perceive the position and activities in % in % in %

ZL:TN
of entrepreneurs correctly?
1l NNB), QU EREERY [FETRENTEE US 20.56 15.85 20.95 0.3238/1.0000
negatively
2. Society perceives us incorrectly 42.22 43.30 55.24 0.9272/0.0454
3. Society perceives us positively 7.78 6.70 1.90 0.8618/0.0701
4.1 am not thinking about it 29.44 34.15 21.91 0.4121/0.2114
p-value=0.6165/0.0485
Source: own

The results shown in Table 2 confirmed there
are significant differences in the perception of
entrepreneurs by society between the Zlin and
Trencin Regions (p-value=0.0485). Differences
between the Zlin and Zilina region were not
found (p-value=0.6165) in this issue. H2 was
partially confirmed.

On the basis of the calculated test criteria
(p-value=0.1923), we argue that the rate of
entrepreneurs thinking society perceives them

and Slovakia

positively in the Zlin Region is higher than 10%.
H2a was not confirmed. To compare, the rate of
entrepreneurs that think society perceives them
positively is more than 10% (p-value=0.1011) in
the region of Zilina and is lower than 10% in the
region of Trencin (p-value<0.05).

H2b was confirmed. The companies think
society perceives them positively regardless of
the field, the age and the size of a company.

The state approach towards entrepreneurs’ needs in the Czech Republic

How do you assess the state CR(ZL) SR(ZA) SR(TN) p-value

. , . . . ZL:ZA/
attitude to entrepreneurs’ needs? in % in % in %

ZL:TN

1. | feel the state is just bullying us 42.22 53.05 54.29 0.0574/0.0649
2. The state is not fulfilling its duties 42.22 38.41 40.95 0.5427/0.9321
3. The state is fulfilling its duties 12.78 5.49 4.76 0.0324/0.0469
4. Th(_a _st_ate helps us in our business 278 305 0 1.0000/—

activities

p-value=0.0605 /0.0170
Source: own

The results of the research stated in Table 3
point out significant variations in the opinions of
entrepreneurs of the Zlin Region and the Trencin
Region (p-value=0.0170). Although there were
solid differences between entrepreneurs of the
Zlin Region and the Zilina Region, these were
not statistically significant (p-value=0.0605). As
a result, H3 was not confirmed.

Judging from the calculated p-value at
0.9900, we cannot argue that less than 10% of
entrepreneurs in the Zlin Region think the state

fulfils its duties and helps the business sector.
H3a was not confirmed.

On the other side, H3b was confirmed. The
intensity of the positive assessment of the state
activities by entrepreneurs (line 3 and line 4 in
the Table 3) is the same in the selected regions
regardless of the field, the age and the size of
a company.

The level of corruption was examined
through one question, answers to which are
presented in Table 4.
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Entrepreneurs’ perception of the corruption

oo sy | CRED | s@w | samw | B
business activities? ZL:TN
1.yes 53.33 71.95 75.96 <0.01/<0.01
2.no 46.67 28.05 24.04 <0.01/<0.01
p-value <0.01/<0.01
Source: own

According to our research, the perception of
corruption was different in the Czech Republic
and Slovakia. The perceived corruption is at
a statistically significant lower level in the region
of Zlin than in the regions of Zilina or Trencin.
In both cases the p-value was lower than 0.01,
thus H4 was not confirmed.

Judging from the calculated p-value
(0.2060), it cannot be argued that at least 50%
of entrepreneurs from the Zlin Region have
experienced corruption and cronyism in their

business activities. Consequently, H4a was not
confirmed.

However, H4b could be accepted. Our
research confirmed the perception of corruption
is the same, irrespective of the field, the age
and the size of a company.

Table 5 shows the results of the survey
concerning business risks of SMEs in the
selected regions of the Czech Republic and
Slovakia.

The identification of business risks in the Czech Republic and Slovakia

Doing your business, you face
Consider a6 currently oruiar?. | CR@L) | SR@A) | SRON) | palue
- v e ) in %* in %* in %* ZL:ZA/ZL:TN
(Please provide a maximum of
three answers)
1. market risk (lack of contracts) 79.44 80.49 82.86 0.9150/0.5833
Average value** 56.00 51.30 53.27
Adjusted average value*** 44.49 41.29 4414
2. financial risk (poor approach to 57.22 58.54 50.48 0.8910/0.3269
company’s financing)
3. operational risk (mishandling of 20.56 22.56 14.29 0.7480/0.2448
processes)
4. personnel risk (poor quality staff) 43.33 38.41 47.62 0.4140/0.5631
5. legal risk 30.56 37.20 32.38 0.2350/0.8507
6. safety risk (accidents, incidents, 21.67 32.93 27.62 0.0260/0.3206
etc.)

Note: * data are calculated as the ratio of respondents which stated given answer to the total number of companies; **
average of values reported by entrepreneurs in individual regions; *** means the average values from the total file

The data in Table 5 show the major business
risk in all the regions is market risk. The validity
of H5 was confirmed. Since the average value
of the market risk in the region of Zlin was
more than 40%, H5a was confirmed as well.
However, H5b was not confirmed, because the

Source: own

entrepreneurs in all the regions perceive the
intensity of market risk at the same level. H5c
was confirmed: the perception of market risk in
the selected regions is the same regardless the
field, the age or the size of a company.
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The development of SME performances in the Czech Republic and Slovakia

B eeomed | CRE | snay | smmy | el
compared to the pre-crisis period? ZL:TN
1.up to 10% 17.24 17.07 19.09 1.0000/0.7408
2.11 to 20% 13.79 20.12 11.43 0.1590/0.7658
3.21 to 30% 17.24 20.73 20.95 0.4970/0.4667
4.31 to 40% 10.92 5.49 13.33 0.1070/0.6161
5. 41 to 50% 5.75 6.71 2.86 0.8890/0.6518
6. above 50% 3.45 6.10 3.81 0.3730/0.6518
o] G [P S EeD) ek 31.61 23.78 25.71 0.1380/0.4441
increased
p-value=0.1855/0.7832

Table 6 presents the decrease of the
performance of SMEs (according to their
owners) in 2013 compared to the pre-crisis
period.

The average decrease in the performance
amounted to 15.80% in the Zlin Region
(weighted average of upper values of individual
intervals). H6 was confirmed. For a better
overview, the average decrease in performance
was 18.78% in the Zilina Region and 19.53% in
the Trencin Region.

The values of test criteria stated in Table
6 (p-value=0.1855/0.7832) confirmed that

and Slovakia

Source: own

there are no statistically significant differences
between both countries in relation to the
decrease or increase in performances. H6a was
disproved.

H6b was confirmed as we found out the
change of performances of SMEs was not
dependent on the field, the age or the size of

a company.
The existence of the most important
business risks resulted in tighter credit

conditions by commercial banks. This trend is
also perceived by SMEs, which can be seen in
Table 7.

Commercial banks’ approach to SME financing in the Czech Republic

How do you assess banks’
h ; CR(2L) SR(ZA) SR(TN) p-value

FErEEEn e A A ¢ Sn el in % in % in % ZL:ZA/ZL:TN
and medium-sized enterprises?
1. Banks fully accep‘t our peec}s and 4.44 3.05 0.95 0.6930/-

have a good relationship with us
2. Banks behave appropriately 38.89 20.12 34.29 <0.01/0.5160
3. Banks behave unhelpfully towards us 8.89 14.02 9.52 0.1830/1.0000
4. Banlfs use too hard criteria for 26.11 37.20 43.81 0.0360/0.0030

lending
5.1 cannot judge 21.67 25.61 11.43 0.4630/0.0440

p-value<0.01/0.0110
Source: own
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The results of the research shown in Table 7
have not proved the validity of H7. Entrepreneurs
in the region of Zlin assess the approach of
commercial banks to their needs differently
than the entrepreneurs of the regions of Zilina
and Trencin. The values of the test criteria
proved this statement (p-value<0.01/0.0110).
In more detail, entrepreneurs of the Zlin
Region evaluate the approach of commercial
banks more positively than entrepreneurs of
the regions of Zilina and Trencin. Nonetheless,
even entrepreneurs of the Zlin Region do not
assess the banks too positively. The calculated
p-value (<0.05) pointed that less than 50% of

entrepreneurs in the Zlin Region think the banks
meet their needs and behave appropriately. As
a result, H7a was confirmed.

H7b was partially confirmed. Generally
speaking, the positive assessment of the bank
approach is not dependent on the field, the age
or the size of a company. The only exception was
found in the evaluation by the micro-enterprises
in the Zlin Region. These enterprises assessed
the attitudes of banks less positively than the
other enterprises (p-value=0.002).

The ability to manage financial risks has
been verified through one question. The results
are shown in Table 8.

The ability of entrepreneurs to manage financial risks in the company

Do you think that you are able CR(ZL) SR(ZA) SR(TN) p-value
to manage financial risks in your 2013 2013 2013 ZL:ZA/ZL:TN
company? in %* in %* in %*
1.Yes 41.11 23.17 31.43 <0.01/0.1323
2.To a certain extent 55.00 67.68 57.14 0.0210/0.8183
3.No 0.56 1.83 0.00 -/-
4.1 cannot judge 3.33 7.32 11.43 -/-
p-value= due to the small numbers in line 3 and line 4, these values cannot be
reliably calculated

Source: own

H8 was neither confirmed nor disproved as
it was not possible to calculate the value of the
test criteria.

The validity of H8a was confirmed as
the p-value was calculated at the level lower
than 0.01. This means that at least 90% of
entrepreneurs of the Zlin Region opine they can
manage financial risks in their company in an
appropriate way.

The results stated in Table 8 enable us
to conclude there are statistically significant
differences in the opinions of entrepreneurs of
the Zlin Region and entrepreneurs of the Zilina
Region regarding this issue. Zlin entrepreneurs
are more self-confident as to their ability to
manage financial risks than Zilina entrepreneurs
(p-value<0.01). On the other hand, there were
no significant differences in the confidence of
Zlin entrepreneurs and Trencin entrepreneurs.
Our research confirmed H8b only partially.

Finally, H8c was confirmed. The confidence
about the ability to manage financial risks in

a company does not depend on the field, the
age or the size of a company.

The level of business optimism has been
examined through the following question.
Results are shown in Table 9.

The validity of H9 was partially confirmed.
We found that the structure of answers was
similar in the regions of Zlin and Zilina. However,
it was not possible to calculate reliably the value
of the test criteria for comparing the regions of
Zlin and Trencin.

The calculated value of the test criteria
(p-value=0.0174) proved that at least 90% of the
entrepreneurs in the Zlin Region believe their
company will survive the next five years. However,
the rate of optimistic entrepreneurs in both
selected Slovak regions was lower than 90%.
Accordingly, both H9a and H9b were confirmed.

H9c was confirmed as well. Our research
proved the level of business optimism in the
selected regions is not related to the field, the
age or the size of a company.
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The level of business optimism in the Czech Republic and Slovakia

. CR(ZL) SR(ZA) SR(TN)

Do you believe that your company p-value

- . 2013 2013 2013
will survive the next 5 years? o o o ZL:ZA/ZL:TN

in % in % in %
1. Definitely 49.44 40.85 35.24 0.1360/0.0270
2.No 0.56 2.44 0.00 0.3140/-
3. With some concerns 45.56 49.39 56.19 0.5430/0.1075
4. With serious concerns 4.44 7.32 8.57 -/0.2461
p-value=0.1784/cannot be calculated correctly
Source: own

Conclusion

The correct perception of entrepreneurs
by society is important for the economic
growth of a country. Our research showed
that entrepreneurs in the selected regions of
the Czech Republic and Slovakia think that
society perceives them rather negatively. These
opinions in the end influence the motives to start
one’s own business and the whole attitude to
entrepreneurship. The most important catalyst
of starting a business in both selected Slovak
regions (Zilina and Trencin) was the desire to
make money. On the other hand, the situation
was different for the Zlin Region, where
a wish to have a job was the most important.
Furthermore, our research showed low levels
of positive motivation to start a business. The
rate of entrepreneurs stating they perceive their
entrepreneurship as a mission was only 20.56%
in the region of Zlin, 10.98% in the region of
Zilina and 12.38% in the region of Trencin.

Entrepreneurs within the selected regions
share more-less the same negative opinion
about the attitude of the state towards their
activities. A significant number of entrepreneurs
think the state literally bullies them, i.e., instead
of helping them in their activities it creates
meaningless barriers and obstacles.

The perception of corruptioninboth countries
is relatively intense. As much as 53.33% of Zlin
entrepreneurs, 71.95% of Zilina entrepreneurs
and 75.96% of Trencin entrepreneurs declared
they had experienced corruption and cronyism
in their business activities.

The discussion about the problems of
SMEs in the Czech Republic and Slovakia has
for a long time been aimed mostly at the issues
of levies, the quality of the legal systems and

the support of SMEs by the state. Nevertheless,
our research showed there have been different
priorities for SMEs in recent years. For example,
entrepreneurs perceive market risk very
intensively. Judging from these findings, it is
necessary to create systematic prerequisites
for widening the market of SMEs through
improving consumer confidence. The decrease
of the domestic demand has led to the decline
of SME performance over the last few years.
Worsening market conditions for SMEs
have also encouraged tighter lending policies
by commercial banks. According to our
findings, 26.11% of entrepreneurs in the region
of Zlin, 37.20% of entrepreneurs in the region
of Zilina and 43.81% of entrepreneurs in the
region of Trencin think banks use overly strict
criteria when giving out loans. Only 4.44% of
entrepreneurs in the Zlin Region, 3.05% of
entrepreneurs in the Zilina Region and 0.95%
of entrepreneurs in the Trencin Region stated
banks fully accept their needs and are helpful.
The optimism of economic entities is
essential for the proper functioning of the
whole economic system. Therefore the results
of our research are promising. The majority
of Czech and Slovak entrepreneurs believe
they can properly manage financial risks in
their companies and that their companies will
survive the next five years despite the dramatic
changes in the business environment resulting
in decreases in SME performances in recent
years. In more detail, 96.11% of entrepreneurs
of the Zlin Region, 90.85% of entrepreneurs of
the Zilina Region and 88.57% of entrepreneurs
of the Trencin Region declared they can properly
manage financial risks in their companies.
Moreover, 95% of Zlin entrepreneurs, 90.24%
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of Zilina entrepreneurs and 91.43% of Trencin
entrepreneurs believe their companies will
survive the next five years.

The Czech economy is often compared to
the Slovak economy. For instance, Hajek and
Rezny analysed the development of the Czech
economy in comparison to the Slovak economy
over the past two decades. The authors report
that from the date of the proclamation of the
independent Czech and Slovak Republics, the
GDP of the Czech Republic has increased by
68%, but the GDP of Slovakia has increased by
128% during the same period. The economy of
Slovakia achieved an average annual growth
rate of 3.86% in the period 1994-2012. The
faster growth in the GDP of Slovakia was
based on a lower tax burden, as well as on
lower levels of redistribution (the share of public
expenditures in the GDP) and more favourable
conditions for business. [17]

Our research has also shown that
entrepreneurs of the Zlin Region assess
the conditions of the business environment
more positively than do Zilina and Trencin
entrepreneurs. The business environments in
these regions have been compared through nine
different variables, namely the motives to start
abusiness, the perception of entrepreneurship by
society, the support of the state, the perception of
the corruption in business activities, the intensity
of market risk, the decrease in performances,
the approaches of banks to financing SMEs, the
ability to manage financial risks and business
optimism. In all these areas, entrepreneurs in
the Czech region of Zlin evaluate the attributes
of running a business more positively than their
counterparts from the selected Slovak regions.

Naturally, our research has several
limitations. The first is the number of surveyed
enterprises; the second is the regional selection
of companies. In spite of these limitations we
truly believe this research highlights interesting
issues to discuss in the process of forming the
business environment in the Czech Republic
and Slovakia both at regional and national
levels.

In the future, we would like to explore
the connections among personal features of
entrepreneurs, their risk aversion and their
financial performance.
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effect and bank financial performance.

References

[1] ALMEIDA, P. I. L, AHMETOGLU, G,
CHAMORRO PREMUZIC, T. Who Wants to Be
an Entrepreneur? The Relationship Between
Vocational Interests and Individual Differencesin
Entrepreneurship. Journal of Career Assesment.
2014, Vol. 22, Iss. 1, pp. 102-112. ISSN 1362-
0436. doi:10.1177/1069072713492923.

[2] ANDERSON, B. S., ESHIMA, Y. The
influence of firm age and intangible resources
on the relationship between entrepreneurial
orientation and firm growth among Japanese
SMEs. Journal of Business Venturing. 2013,
Vol. 28, Iss. 3, pp. 413-429. ISSN 0883-9026.
doi:10.1016/j.jbusvent.2011.10.001.

[3] ASOCIACE MALYCH A STREDNICH
PODNIKU A ZINOSTNIKU. Nazory podnikatel(i
na korupci [online]. Praha: AMSP CR, 2010 [cit.
2014-07-07]. Available from: http://www.amsp.
cz/uploads/soubory /pruzkum4_web_final.pdf.

[4] AVLONITIS, G. J., SALAVOU, H. E.
Entrepreneurial orientation of SMEs, product
innovativeness, and performance. Journal
of Business Research. 2007, Vol. 60, Iss. 5,
pp. 566-575. ISSN 0148-2963. doi:10.1016/j.
jbusres.2007.01.001.

[5] CANALES, R., NANDA, R. A darker side
to decentralized banks: Market power and
credit rationing in SME lending. Journal of
Financial Economics. 2012, Vol. 105, Iss. 2,
pp. 353-366. ISSN 0304-405X. doi:10.1016/
j-jfineco.2012.03.006.

[6] CFO. Risk manaZment. The most important
risks for the European Companies [online].
CFO, 2014 [cit. 2013-07-11]. Available from:
http://www.cfo.sk/articles/risk-manazment-
najvacsie-rizika-ktorym-celia-europske-firmy#.
UgA1QcTuly.

[71 COWLING, M., LIU, W., LEDGER, A.
Small business financing in the UK before
and during the current financial crisis.
International Small Business Journal. 2012,
Vol. 30, No. 7, pp. 778-800. ISSN 0266-2426.
doi:10.1177/0266242611435516.

[8] DIERKES, M., ERNER, C., LANGER,
T., NORDEN, L. Business credit information

1, XVIIl, 2015 E M 107



Ekonomika a management

sharing and default risk of private firms. Journal
of Banking & Finance. 2013, Vol. 37, Iss. 8,
pp. 2867-2878. ISSN 0378-4266. doi:10.1016/
j.jpankfin.2013.03.018.

[9] DI GIULI, A., CASELLI, S., GATTI, S. Are
small family firms financially sophisticated?
Journal of Banking & Finance. 2011, Vol.
35, Iss. 11, pp. 2931-2944. ISSN 0378-4266.
doi:10.1016/j.jbankfin.2011.03.021.

[10] EGGERS, F, KRAUS, S., HUGHES, M.,
LARAWAY, E., SNYCERSKI, S. Implications
of customer and entrepreneurial orientations
for SME growth. Management Decision. 2013,
Vol. 51, Iss. 3, pp. 524-546. ISSN 0025-1747.
doi:10.1108/00251741311309643.

[11] EVROPSKA KOMISE. Velké zéméry pro
malé podniky-co déla EU pro MSP. Lucemburk:
Utad pro publikace EU, 2011.

[12] FETISOVOVA, E., et al. Aktuélne problémy
financii malych a strednych podnikov. Bratislava:
Ekoném, 2012. ISBN 978-80-225-3366-9.

[13] FETISOVOVA, E., VLACHYNSKY, K,
SIROTKA, V. Financie malych a strednych
podnikov. Bratislava: Ekondmia, 2004. ISBN 80-
8904-78-74.

[14] GE MONEY BANK. Motivy, které vedou lidi
k podnikani [online]. MAFRA, 2014 [cit. 2014-03-
07]. Available from: http://ekonomika.idnes.cz/
specialni-priloha.aspx?y=ekonomika%2Fmotivy-
ktere-vedou-lidi-k-podnikani.htm.

[15]GERSL, A., JAKUBIK, P. Modely bankovniho
financovani ¢eskych podniki a uvérové riziko
[online]. Praha: Ceska narodni banka, 2011
[cit. 2013-07-11]. 10 p. (PDF). Available from:
http://is.vsfs.cz/el/6410/zima2012/N_RRFS/
FS_2008-2009_clanek_3.pdf.

[16] GfK CZECH. Prizkum: Podnikatelé jsou
vnimani pozitivnéji. [online]. Praha: GfK, 2013
[cit. 2013-07-11]. Available from: http://www.
podnikatel.cz/clanky/pruzkum-podnikatele-
jsou-vnimani-pozitivneji/.

[17] HAJEK, L., REZNY, L. 20 let vyvoje eské
ekonomiky — srovnani se Slovenskem. E+M
Ekonomie a Management. 2014, Vol. 17, Iss.
1, pp. 19-31. ISSN 1212-3609. doi:10.15240/
tul/001/2014-1-002.

[18] HAMILTON, R. T. How firms grow and
the influence of size and age. International
Small Business Journal. 2012, Vol. 30,
No. 6, pp. 611-621. ISSN 0266-2426.
doi:10.1177/0266242610383446.

[19]HASLE, P, et al. The working environment in
small firms: Responses from owner-managers.
International Small Business Journal. 2012,

Vol. 30, No. 6, pp. 622-639. ISSN 0266-2426.
doi:10.1177/0266242610391323.
[20|[HENDERSON,J.,WEILER, S.Entrepreneurs
and job growth: probing the boundaries of time
and space. Economic Development Quarterly.
2010, Vol. 24, Iss. 1, pp. 23-32. ISSN 0891-
2424.doi:10.1177/0891242409350917.

[21] KARPAK, B., TOPCU, I. Small medium
manufacturing enterprises in Turkey: an analytic
network process framework for prioritizing
factors affecting success. International Journal
of Production Economics. 2010, Vol. 125,
Iss. 1, pp. 60-70. ISSN 0925-5273. doi:10.1016/
j-ijpe.2010.01.001.

[22] KEH, H. T., NGUYEN, T. T. M., NG, H.
P. The effect of entrepreneurial orientation and
marketing information on the performance of
SMEs. Journal of Business Venturing. 2007,
Vol. 22, Iss. 4, pp. 592-611. ISSN 0883-9026.
doi:10.1016/j.jbusvent.2006.05.003.

[23] KIRSCHENBAUM, K., NORDEN, L. The
Relationship between Borrower Risk and Loan
Maturity in Small Business Lending. Journal
of Business Finance & Accounting. 2012, Vol.
39, Iss. 5-6, pp. 730-757. ISSN 1468-5957.
doi:10.1111/j.1468-5957.2012.02285.x.

[24] KNORR, H., ALVAREZ, C., URBANO,
D. Entrepreneurs or employees: a cross
cultural  cognitive  analysis. International
Entrepreneurship and Management Journal.
2013, Vol. 9, Iss. 2, pp. 273-294. ISSN 1554-
7191. doi:10.1007/s11365-012-0235-2.

[25] KRAUS, S., RIGTERING, J.P.C., HUDGES,
M., HOSMAN, V. Entrepreneurial orientation
and the business performance of SMEs:
a quantitative study from the Netherlands.
Review of Managerial Science. 2012, Vol. 6, Iss.
2, pp. 161-182. ISSN 1863-6691. doi:10.1007/
511846-011-0062-9.

[26] KRISTOFIK, P. Pougenia z krizového
vyvoja. Finanény manaZment [online]. 2010
[cit. 2010-01-06] Available from: http://www.
financnymanazment.sk/2010-1/6-2010/
Poucenia-z-krizoveho-vyvoja.

[271 LASAGNI, A. How Can External
Relationships Enhance Innovation in SMEs?
New Evidence for Europe. Journal of Small
Business Management. 2012, Vol. 50, Iss. 2, pp.
310-339. ISSN 1540-627X. doi:10.1111/j.1540-
627X.2012.00355.x.

[28] LAZAREVIC, A. Cesko je jednim z réji
korupce [online]. Praha: MeSec, 2014 [cit. 2014-
03-07]. Available from: http://www.mesec.cz/
aktuality/cesko-je-jednim-z-raju-korupce/.

108 E M 2015, XVIIl, 1



Business Administration and Management

[29] MAJKOVA-SOBEKOVA, M. Analyza bariér
a faktorov financovania malych a strednych
podnikov v SR. Ekonomicky casopis. 2011, Vol.
59, No. 10, pp. 1033-1046. ISSN 0013-3035.
[30] MENDES, I. A. F. Senior Managers and
SMEs” Propensity to Quality Improvement.
E+M Ekonomie a Management. 2013, Vol. 16,
Iss. 4, pp. 89-103. ISSN 1212-3609.

[31] MINISTERSTVO PRUMYSLU A OBCHODU
CESKE REPUBLIKY. Zprdva o vyvoji malého
a stfedniho podnikani a jeho podpore v roce 2012
[online]. Praha: MPO, 2013 [cit. 2014-03-07].
Available from: http://www.edukol.cz/publikace/
zprava_o_vyvoji_msp_v_roce_2012.pdf.

[32] MINISTERSTVO HOSPODARSTVA
SLOVENSKEJ REPUBLIKY. Analyza stavu
MSP [online]. Bratislava: MH SR, 2013 [cit.
2014-07-07]. Available from: www.economy.gov.
sk/ext_dok-analyza-stavu-msp/142099c?ext.
[33] MOLNAR, Z., STRELKA, J. Competitive
Intelligence for Small and Middle Enterprises.
E+M Ekonomie a Management. 2012, Vol. 15,
Iss. 3, pp. 156-170. ISSN 1212-3609.

[34] MORO, A., FINK, M. Loan managers’
trust and credit access for SMEs. Journal of
Banking & Finance. 2013, Vol. 37, Iss. 3, pp.
927-936. ISSN 0378-4266. doi:10.1016/j.
jbankfin.2012.10.023.

[35] NARODNA AGENTURA PRE ROZVOJ
MALEHO A STREDNEHO PODNIKANIA.
Sprava o stave malého a stredného podnikania
v Slovenskej republike v roku 2012. Bratislava:
NADSME, 2013.

[36] NARODNA AGENTURA PRE ROZVOJ
MALEHO A STREDNEHO PODNIKANIA.
Nazory verejnosti na podnikanie a podnikatelov
v Slovenskej republike [online]. Bratislava:
NADSME, 2010 [cit. 2014-03-07]. Available
from:  http://www.sbagency.sk/sites/default/files/
prieskum_nazorov verejnosti_na podnikatelov_a_
podnikanie.pdf.

[37] NEUBERGER, D., RATHKE, S.
Microenterproses and multiple relationships: The
case of professionals. Small Business Economics.
2009, Vol. 32, pp. 207-229. ISSN 0921-898X.
doi:10.1007/s11187-007-9076-8.

[38] PODNIKATEL.CZ. Vétsina podnikatelt travi
papirovanim celé dny, byrokracie sa pry zvysuje
[online]. 2010 [cit. 2014-03-03]. Available from:
//http://www.podnikatel.cz/clanky/vetsina-
podnikatelu-travi-papirovanim-nekolik-dni-
byrokracie-se-navic-zvysuje/.

[39] PwWC. Pro ceské podnikatele miZe byt
snazsi zvladnout hospodarskou krizi, neZ uridit
rast své firmy [online]. Praha: PwC, 2010 [cit.
2014-03-03]. Available from: http://www.pwc.
com/cz/cs/zkouska-ohnem/zkouska-ohnem-
tiskova-zprava.jhtml.

[40] SLOVENSKA OBCHODNA A PRIEMY SEL-
NA KOMORA. Firmy vnimaju podnikatelské
prostredie na Slovensku negativne [online].
Bratislava: SOPK, 2014 [cit. 2014-03-03].
Available  from:  http://banky.sk/43212-sk/
firmy-vnimaju-podnikatelske-prostredie-na-
slovensku-negativne.php.

[41] SOININEN, J., MARTIKAINEN, M,
PUUMALAINEN, K., KYLAHEIKO, K.
Entrepreneurial  orientation: Growth and

profitability of Finnish small- and medium-
sized enterprises. International Journal of
Production Economics. 2012, Vol. 140, Iss. 2,
pp. 614-621. ISSN 0925-5273. doi:10.1016/].
ijpe.2011.05.029.

[42] ZAPLETALOVA, S. The Approach to
the Internationalization of Entrepreneurial
Activities of Czech Companies. E+M Ekonomie
a Management. 2012, Vol. 15, Iss. 4, pp. 84-96.
ISSN 1212-3609.

prof. Ing. Jaroslav Belas, PhD.

Tomas Bata University in ZIin

Faculty of Management and Economics
Department of Enterprise Economics
belas111@gmail.com

Ing. Valér Demjan, PhD.

The Banking Institute of Prague
Department of Banking
valer@valer.sk

assoc. prof. Ing. Jozef Habanik, PhD.
Alexander Dubc¢ek University of Tren&in
Faculty of Social-Economics Relationship
jozef.habanik @ tnuni.sk

Ing. Maria Hudakova, PhD.
University of Zilina

Faculty of Special Engineering
Maria.Hudakova @fsi.uniza.sk

assoc. prof. Ing. Juraj Sipko, PhD., MBA
Paneuropean University

Faculty of Economics and Business
jurajsipko @gmail.com

1, XVIIl, 2015 E M 109



Ekonomika a management

THE BUSINESS ENVIRONMENT OF SMALL AND MEDIUM-SIZED
ENTERPRISES IN SELECTED REGIONS OF THE CZECH REPUBLIC
AND SLOVAKIA

Jaroslav Belas, Valér Demjan, Jozef Habanik, Maria Hudakova, Juraj Sipko

The aim of this article was to define and compare current trends in the business environment of
small and medium-sized enterprises in selected regions of the Czech Republic and Slovakia. In
accordance with the objective, motivational factors, status in the society, levels of corruption, current
business risks, approaches to loan financing, the ability to manage financial risks and business
optimism in the business environment have been examined. In 2013, research into entrepreneurs’
opinions in the Czech Republic (Zlin Region) and Slovakia (Zilina and Trencin Regions) was
conducted. These neighbouring regions have similar economic parameters. According to our
findings, the most important motive for starting a business in the Czech Republic was to have
a job. In Slovakia, the most important motive for starting a business was money. The results of
our research confirmed that the societies in both countries perceived the position of entrepreneurs
relatively negatively. In both countries, entrepreneurs negatively noted the approach of the state
to their needs and relatively high levels of corruption. Nowadays, the most important business risk
was the market risk followed by financial and personal risks. Due to a deterioration of the business
environment, the performance of small and medium-sized enterprises has declined by at least
156% in both countries. In the Czech Republic, approximately 43% of entrepreneurs stated that
banks accept their needs and behave appropriately to them. The positive perception of banks was
significantly lower in Slovakia: 23% of entrepreneurs in the Zilina Region and 35% in the Trencin
Region. Many Czech and Slovak entrepreneurs indicated that they are able to manage financial
risks in their companies. Despite the significant deterioration in the business environment, SMEs
demonstrate business optimism, with about 90% of the entrepreneurs in both countries believing
that their company will survive the next five years.

Key Words: Small and medium-sized enterprises, business environment, motives for business,
business risks, SMEs in society, business optimism.

JEL Classification: L26, 016, G32, G21.
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APPLICATION OF THE COMPETENCY-BASED
APPROACH IN ORGANISATIONS INTHE

CZECH REPUBLIC

Martina Fejfarova, Hana Urbancova

Introduction

A competency-based approach is one of the
important tools of human resource management
aimed at achieving strategic organisational
goals [3], [25], [13], [6], [24], [27], [12]. In
compliance with a resource-based approach
to achieve a competitive advantage, it is
necessary for organisations to identify, evaluate
and develop key employee’s competencies in
order to achieve a competitive advantage [6],
[20], [22]. The application of competencies in the
management process enables organisation’s
requirements and employee’s opportunities to
interlink in a way to permit their development
in mutual harmony and ensure organisation’s
competitiveness in a market. The emphasis
on knowledge, service, and information in the
new economy creates space for more new
organisations to emerge, and exerts pressures
on existing organisations to hire employees
with higher level skills in order to compete
successfully [4].

According to Mitchelmore and Rowley
[18], competency is a concept that has many
faces and applications. Research and practice
related to competencies are typically driven by
aspirations to achieve a superior performance
(on an individual or organisational level).
The competency-based approach to human
resource management is not a new approach
[22]. According to its development, it is possible
to divide competencies into three main
development phases.

The first phase consists of individual
competencies, i.e. individual characteristics
necessary to reach the required level of an
employee’s performance. The beginnings of this
phase date back to 1959 when White [28] used,
for the first time, the term “competence”. Later
psychologists and management theoreticians
started to address the issue whether (and to
what extent) competencies may determine

a suitable candidate for a job position. There
are two conceptions of competencies which
are based on differences between terms
“competence” and “competency”. In this article
we use the term “competency” defined by
Boyatzis [3].

Managerial competencies are a specific
type of individual competencies; e.g. specific
knowledge, abilities, skills, traits, motives,
attitudes and values necessary to improve
management performance. These performance-
based competencies are assessed through
observed behaviours [7]. Additionally, the
literature also identifies other components of
managerial competencies which also contribute
significantly to career success [3], [25], [26],
(30], [13], [29], [2], [24], [12].

The second phase is based on the possibility
of managing competencies in an organisation
by means of competency models. Competency
models originated in the USA and exploit
a number of methods that are commonly used
in traditional analyses of work positions. They
were developed as a response to dissatisfaction
with candidate testing that was to determine
a suitable employee for the given position [17].
According to Mansfield [14], in recent years,
organisations have begun to use competency
models in new ways. These new competency
models, of necessity, describe emerging and
anticipated skill requirements, rather than skills
that have been effective in the past. Because
organisations are changing more rapidly,
the “shelf life” of the competency model has
diminished. Frequent reorganisations change
job roles and make existing job descriptions
and competency models obsolete.

Competencies and competency models
are today commonly practiced in most of
organisations [27]. There are a number of
approaches to a competency-based model
development [22]. It is therefore necessary for
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management to select, based on an analysis,
such the approach to competency-based
model development which respects specific
environmental conditions and meets the
requirements of the given organisation. This is
confirmed by Marrelli, Tondora and Hoge [15]
who also point out that the application of the
competency-based approach must be carefully
planned and supported by a leadership of an
organisation, and concerted efforts must be
made to communicate with those involved
or potentially affected. The development and
application of managerial competency models
in the proven approach for investing in human
resources in order to achieve a more effective
and productive workforce.

In the 1990s, core competencies of an
organisation that form the third phase were
identified. The concept of core competencies
underlines competency-based competition
and competency-based management [21].
Core competencies are a sum of organisation
key organisational competencies that may
be exploited to gain a competitive advantage.
According to Cardy and Selvarajan [6],
from a strategic management perspective,
Hitt, Ireland, and Hoskisson [11] define
competencies as a combination of resources
and capabilities. The combination of resources
and capabilities in an organisation can be
classified as core competencies when they are
valuable, rare, difficult to imitate, and difficult to
substitute. As such, core competencies can be
a source of strategic competitiveness.

The aim of the article is to evaluate, based
on an analysis, the competency-based approach
in organisations in the Czech Republic and
also to identify areas and activities in which
the competency-based approach is applied
(concentrating on individual categories of
employees) and test dependencies between
selected qualitative characteristics that relate to
the issues examined.

The article is organized as follows. The first
part of the article concentrates on a theoretical
background of the topic. The second part of
the article is dedicated to an evaluation of
outcomes of a survey conducted. The article
has been produced on a basis of an analysis
of primary and secondary sources, in particular
research studies focusing on the competency-
based approach. Primary data is derived from
a questionnaire survey conducted that was
focused on an application of the competency-

based approach in organisations in the Czech
Republic.

1. Material and Methods

In the period from 10/2011 to 06/2012

a quantitative survey was conducted, by

means of a questionnaire survey, focusing on

an evaluation of the level of human resource
management in organisations in the Czech

Republic. Subsequent to the outcomes of the

previous survey (a quantitative content analysis,

semi-structured interviews), one part of the
survey was targeted at the use of competencies

in human resource management. 109

organisations from both the private and public

sectors took part in the questionnaire survey.

48.6% of the organisations surveyed have less

than 50 employees, 29.4% of these organisations

have 50 to 249 employees and 22% of these
organisations employ more than 250 people.

To enhance the quality of the questionnaire

survey and to determine the real level of human

resource management in organisations, it was
required for the questionnaire to be completed
by a specialist from the personnel department
or an owner of the given organisation. Out of
the respondents, 26.6% occupy the position of

a senior manager in the personnel department

of the given organisation, 85% have worked as

personnel specialists for 3 or more years and

52.3% are university graduates. 43.1% of the

responding organisations have a personnel

department. The data have been processed
by means of absolute and relative frequencies
using the Microsoft Excel 2007 program and the

IBM SPSS Statistics 20.

The following nine hypotheses were tested:

1. H,: The utilisation of the competency-based
approach in an organisation does not
depend on the size of the organisation.

2. H: The utilisation of the competency-based
approach in an organisation does not
depend on the affiliation of the organisation
with a larger group of organisations.

3. H, The utilisation of the competency-
based approach in an organisation does
not depend on the sector in which the
organisation operates.

4. H; The utilisation of the competency-
based approach in an organisation does
not depend on the existence of a personnel
department.

5. H, The utilisation of the competency-
based approach in an organisation does
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not depend on the existence of a personnel
strategy.

6. H,: The utilisation of the competency-based
approach in an organisation does not
depend on the execution of work position
analysis.

7. H,: The utilisation of the competency-based
approach in an organisation does not depend
on the position of the person responsible
for human resource management in top
management.

8. H,: The utilisation of the competency-based
approach in an organisation does not
depend on the application of knowledge
management.

9. H,: The utilisation of the competency-based
approach in an organisation does not depend
on the utilisation of knowledge bases.
Testing was done by Pearson’s Chi-

Square Test (X2 test) in association tables and

contingency tables. To interpret the strength

of relationship coefficients (the Phi coefficient,

Cramer’s coefficient and the Contingency

coefficient), a scale according to de Vaus [8]

was used.

2. Results

2.1 Application of the Competency-
Based Approach in

Organisations
The survey conducted has shown that only
35.8% of the organisations surveyed employ the
competency-based approach. In absolute figures,
this means 39 organisations of the selected
sample. These organisations use the competency-
based approach for employee development
(100%), employee appraisal (69.2%), employee
selection  (64.1%), employee recruitment
(61.5%), work team development (35.9%), career
planning and management (33.3%) and for work
position analysis (25.6%). The areas in which the
competency-based approach is taken advantage
of are shown in Figure 1.

Organisations using the competency-based
approach (35.8%) concentrate in particular on the
following activities: a) competency identification
b) competency-based model development
¢) competency level measuring and d) competency
development. The proportional use of these

m Areas of application of the competency-based approach in organisations

100

80

60
Percent

40

20

Areas of application of the competency-based approach

Source: own

1, XVIIl, 2015 E M 113



‘ Ekonomika a management

The proportional use of activities with respect to individual categories
of employees

B Competence identification

B Competence-based model

development

Percent

B Competence level measuring

B Competence development

activities with respect to individual categories of
employees is demonstrated in Figure 2.

It is clear from Figure 2 that individual
activities are not used by organisations in
a balanced way. This is also valid for individual
categories of employees. In the Management
category, 74% of organisations carry out the
identification of managerial competencies,
38.5% of organisations develop managerial
competency models, 42.6% of organisations
measure the level of managerial competencies
and 43.6% of organisations engage in
managerial competency development. In the
Specialists category, 69.2% of organisations
carry out competency identification, 41% of
organisations  develop  competency-based
models, 35.9% of organisations measure
competency levels and 48.7% of organisations
engage in competency development. In
the Administration category (Technical and
Administrative Staff), 43.6% of organisations
carry out competency identification, 20.5% of
organisations develop competency-based models,
23.1% of organisations measure competency
levels and 33.3% of organisations engage in
managerial competencies development. In
the Workers category, 15.4% of organisations
carry out competency identification, and other
activities occur rarely in this category. Only

Source: own

2.6% of organisations develop competency-
based models, 5.1% of organisations measure
competency levels and 2.6% of organisations
engage in competency development. It follows
from the above said that most of responding
organisations that employ the competency-
based approach focus primarily on competency
identification while other activities lag behind.
Based on the findings from the questionnaire,
itis possible to say that organisations concentrate
on the application of the competency-based
approach in individual areas and activities
targeted primarily at managers and specialists,
rather than on the application of a competency-
based model as a whole, which would trigger
the synergic effect that this approach facilitates.

2.2 Comparison of the Use of the
Competency-Based Approach
in Small, Mid-Sized and Large
Organisations
The survey has revealed that 41% of organisations
which use the competency-based approach have
less than 50 employees, 25.6% of organisations
have 50—-249 employees and 33.3% have over 250
employees, i.e. competencies are primarily taken
advantage of in small and large organisations.
Using extracted data, dependency was tested
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by applying Pearson’s Chi-Square Test. The IBM
SPSS Statistics 20 program uses the so-called
p-value as an output in dependency testing.
P-value in hypothesis testing equals the minimum
significance level at which the null hypothesis can
be rejected. The calculated p-value should be
lower than the set significance level of 0.05; it is
possible to say that the null hypothesis, i.e. the
hypothesis on the independence of qualitative
characteristics, is rejected at the 5% level of
significance. As the p-value calculated by means
of the X2 test of 0.103 is higher than the selected
level of significance a = 0.05, null hypothesis
cannot be rejected; see Table 1. The result of
the test has confirmed that the application of the
competency-based approach by organisations
was not determined by the size of the organisation
(the null hypothesis (H,) no. 1).

From the point of view of the affiliation of
organisations surveyed, 59% of organisations
applying the competency-based approach
belong to a larger group of organisations. This
arrangement enables the parent organisation
to develop competency-based models that
individual organisations further apply at local,
regional and national levels. In this case it is,
however, necessary to respect the local specifics
of the organisation in which the model is to be
implemented. In the sample examined, cultural
differences do not play any significant role
as only 21.1% of organisations applying the
competency-based approach run their business
on an international scale, i.e. their competency-

based models should respect, among other
things, the cultural differences of individual
countries. The second hypothesis was tested
with respect to these results. Based on the X2
test, the null hypothesis has been rejected at the
5% level of significance (p-value = 0.003) and an
alternative hypothesis has been accepted. The
result has also been confirmed by Fisher’s test
for 2x2 contingency tables (p-value = 0.003). The
use of the competency-based approach in an
organisation is dependent on its affiliation with
a larger group of organisations (the alternative
hypothesis (H,) no. 2). The strength of the
relationship between the variables is, according
to the value of Phi coefficient (0.283), Cramer’s
coefficient (0.283) and Contingency coefficient
(0.283), direct (with respect to the positive value)
and moderate; see Table 1.

The third hypothesis tested whether the
application of the competency-based approach
in an organisation is dependent on the sector
in which the organisation operates. The
competency-based approach is applied by
39.7% of organisations from the tertiary sector,
34.4% of organisations from the secondary
sector and 11.1% of organisations from the
primary sector. Based on the X? test, the null
hypothesis cannot be rejected (p-value = 0.283).
As the survey has showed, the use of the
competency-based approach does not depend
on the sector in which organisations operate;
see Table 1.

The results of the qualitative characteristics test for hypotheses no. 1,2 and 3

Number of . Rejection | Value of Phi | Strength of the
hypothesis e i, AT of H coefficient relationship
1 The utilisation of the competency-based
approach in an organisation does not depend 0.103 No - -
on the size of the organisation.
2 The utilisation of the competency-based
approach'{n an organisation 'doels notldepend 0.003 Yes 0.283 Moderate
on the affiliation of the organisation with a
larger group of organisations.
3 The utilisation of the competency-based
approach in an organisation does not depend
- - 0.283 No - -
on the sector in which the organisation
operates.
Source: own
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2.3 System of Personnel
Management in Organisations
Employing the Competency-
Based Approach

The system of personnel management in

organisations belongs among important

factors that determine the application of the
competency-based approach in organisations.

A personnel department as a specialised

workplace creates, organises and supports

the system of personnel management in
an organisation. More and more dynamic
changes in the outer and inner organisational
environment create increased requirements
for the quality of personnel management
and thus the performance of personnel
departments. Despite the fact that the need for
the establishment of a personnel department is
determined by a number of factors (the current
situation in the organisation, the size of the
organisation, its organisational structure, its
purpose of business, the organisation’s strategy,
the personnel strategy, etc.), the survey has
confirmed that the use of the competency-based
approach by organisations is dependent on the

existence of a personnel department (H, no. 4).

The survey has revealed that 68.6%
of organisations that do not employ the
competency-based approach do not have

a personnel department, while 64.1% of

those that employ the competency-based

approach do. Simultaneously it has been
validated that the need for the establishment
of a personnel department grows with the size
of the organisation (according to the number
of employees). Only 17% of organisations
surveyed with less than 50 employees have

a personnel department. In the category of

50 to 249 employees, 50% of organisations

have a personnel department and in among

organisations with more than 250 employees

91.7% of organisations have a personnel

department. Based on the X2 test, the null

hypothesis has been rejected at the 5% level
of significance (p-value = 0.001). The result
is also confirmed by Fisher's test (p-value =

0.001). The strength of the relationship between

the variables is, according to the value of Phi

coefficient (0.316), Cramer’s coefficient (0.316)

and Contingency coefficient (0.302), direct and

moderate; see Table 2.

A personnel strategy is one of an
organisation’s partial strategies linked to the

overall strategy of the organisation. It reflects the
organisation’s long-term goals regarding human
resources and plans aimed at achieving these
goals and therefore it should be elaborated in
writing. Among the organisations surveyed
that use the competency-based model, there
are 65.8% of organisations with a personnel
strategy formulated in written form, 26.3%
of organisations have a personnel strategy,
but not a written version, and only 7.9% of
organisations have no personnel strategy at
all. The survey has revealed that the use of the
competency-based approach in organisations
is dependent on the existence of a personnel
strategy (H, no. 5). Based on the X test, the null
hypothesis has been rejected at the 5% level
of significance (p-value = 0.006). The strength
of the relationship between the variables is,
according to the value of Phi coefficient (0.310),
Cramer’s coefficient (0.310) and Contingency
coefficient (0.296), direct and moderate; see
Table 2.

The position of personnel departments
within organisations is changing. Organisations’
owners have started to realise the importance
of human resources for competitive
advantage achieving. Apart from making
personnel management an integral part of
the organisational structure, it is essential
to determine in detail requirements for work
positions and job descriptions of not only
employees of the personnel department, but
also of the rest of the organisation. Job analysis
is a very important activity in the system
of personnel management. It is a point of
departure for the execution of a number of other
personnel activities. It provides information on
the position and thus creates a picture of an
employee who would be suitable for the job.
Since competencies always relate to a certain
job, they cannot be identified without prior job
analysis.

Job analysis is carried out by 55%
of organisations surveyed and 84.6% of
organisations employing the competency-
based approach. With respect to the survey
conducted, it is possible to state that the
use of the competency-based approach by
organisations depends on the execution of work
position analysis (H, no. 6). Based on the X®
test, the null hypothesis has been rejected at the
5% level of significance (p-value = 0.000). The
result is also confirmed by Fisher’s (p-value =
0.001). The strength of the relationship between
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the variables is, according to the value of Phi
coefficient (0.444), Cramer’s coefficient (0.444)
and Contingency coefficient (0.406), direct and
substantial; see Table 2.

The application of the competency-
based approach is also determined by the
fact whether or not the person responsible for
human resource management holds a position
in the organisation’s top management. If the
head of the personnel department belongs to
the organisation’s strategic management team,
s/he is more likely to push through the interests
in the area of human resource management
than in the opposite case. In 66.7% of
organisations applying the competency-based
approach the person responsible for human

resource management holds a position in the
organisation’s top management. With respect
to the survey conducted it is possible to state
that the application of the competency-based
approach by organisations depends on whether
or not the person responsible for human
resource management holds a position in the
organisation’s top management (H, no. 7).
Based on the X2 test, the null hypothesis has
been rejected at the 5% level of significance
(p-value = 0.036). The result is also confirmed
by Fisher’s test (p-value = 0.046). The strength
of the relationship between the variables is,
according to the value of Phi coefficient (0.201),
Cramer’s coefficient (0.201) and Contingency
coefficient (0.197), direct and low; see Table 2.

The results of the qualitative characteristics test for hypotheses no. 4,5, 6 and 7

Number of Null hypothesis (H,) P-value | Rejection | Value of Phi | Strength of the
hypothesis of H, coefficient relationship
The utilisation of the competency-based
4 approach in an organisation does not depend on | 0.001 Yes 0.316 Moderate
the existence of a personnel department.
The utilisation of the competency-based
5 approach in an organisation does not depend on | 0.006 Yes 0.310 Moderate
the existence of a personnel strategy.
The utilisation of the competency-based
6 approach in an organisation does not depend on | 0.000 Yes 0.444 Substantial
the execution of work position analysis.
The utilisation of the competency-based
7 approagh in an organisation does pot depend on 0.036 Yes 0.201 Low
the position of the person responsible for human
resource management in top management.
Source: own

2.4 Use of the Competency-Based
Approach in Knowledge-Based

Organisations
Knowledge-based organisations are
organisations applying a knowledge-based
approach to the organisation. This approach
perceives organisations as a means for the
development, integration, preservation, sharing
and application of knowledge. According
to Calabrese [5], the twenty-first century
has surfaced the need for more flexible and
responsive  knowledge-based organisations
capable of rapidly adjusting to the increasing
rate of change and demands in both products
and services. Wu, Ong and Hsu [31] state

that knowledge-based organisations allocate
resources to intangible assets in the rapidly
changing and highly competitive business
environment in order to gain competitive
advantages. Given the presence and
complexities of internal and external influences,
the manager is often faced with the prospect of
reacting to constant changes in the internal and
external environment. In order to be effective in
that regard the manager must possess these
personal characteristics necessary to improve
management performance [10].

The survey conducted has revealed
that 92.3% of organisations applying the
competency-based approach record knowledge
of their employees. Despite the fact that 82.1%
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of organisations use knowledge bases (created
within the organisation); only 20.5% of them
motivate their employees to share, transfer and
preserve knowledge in the organisation. Based
on the above-stated results, two last hypotheses
were tested; see Table 3. Both these hypotheses
have been rejected and alternative hypotheses
have been accepted. Based on the X? test, the
null hypothesis (H, no. 8) has been rejected at
the 5% level of significance (p-value = 0.015).
The strength of the relationship between the
variables is, according to the value of Phi
coefficient (0.278), Cramer’s coefficient (0.278)
and Contingency coefficient (0.268), direct
and moderate. Based on the X2 test, the null

hypothesis (H, no. 9) has been rejected at the
5% level of significance (p-value = 0.000). The
strength of the relationship between the variables
is, according to the value of Phi coefficient (0.415),
Cramer’s coefficient (0.415) and Contingency
coefficient (0.383), direct and substantial. It is
possible to say that organisations that utilise
the knowledge of their employees realise the
importance of knowledge management and
perceive their employees as an important asset
for achieving a competitive advantage. With
respect to the fact that knowledge forms part
of competencies, this subsequently facilitates
the implementation of the competency-based
approach by organisations.

The results of the qualitative characteristics test for hypotheses no. 8 and 9

Number of Null hypothesis (H,) P-value | Rejection | Value of Phi | Strength of the
hypothesis of H, coefficient relationship
The utilisation of the competency-based
8 approach in an organisation does not depend on | 0.015 Yes 0.278 Moderate
the application of knowledge management.
The utilisation of the competency-based
9 approach in an organisation does not depend on | 0.000 Yes 0.415 Substantial
the utilisation of knowledge bases.
Source: own

3. Discussion

The survey has found that organisations in the

Czech Republic concentrate on the application

of the competency-based approach in areas

and activities targeted primarily at managers

and specialists, rather than on the application

of a competency-based model as a whole. The

outcomes provided above also confirm that the

application of the competency-based approach

in organisations in the Czech Republic depends

on the following:

1. the fact whether an organisation is part of
a larger group of organisations;

2. personnel management arrangements
in an organisation (the existence of
a personnel department, the personnel
strategy processed in written form, work
position analysis execution, the position of
the person responsible for human resource
management in top management);

3. the application of knowledge management.
According to the strength of the relationship

between the variables, the most important

group of factors is that relating to personnel
management organisation. No dependency on
the size of organisations and sector in which
organisations operate has been proven.

The above-said means that if organisations
employ the competency-based approach, they
do not use individual activities (competency
identification, competency-based model
development, competency level measuring,
competency development) within their frame on
an equal basis. This is also valid for individual
categories of employees (organisations
concentrate in particular on managers
and specialists). The majority of surveyed
organisations using the competency-based
approach place major focus on competency
identification; other related activities lag behind.
This means there is no synergic effect which
would occur in the event of the implementation
of the competency-based approach as a whole.
According to Abraham et al. [1], organisations
that aspire to be high-performance
organisations should be encouraged not only to
competencies identification. These results are
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confirmed also by Martin and Pope [16], who
also point out that studies revealed that in most
organisations inflexible competency models are
utilized and many of them are not sufficiently
transparent and dynamic to be used effectively
in today’s varying organisations.

In compliance with the resource-
based approach to competitive advantage
development, it is the employees who become,
due to their competencies, an important source
for achieving a competitive advantage. The
importance of competencies to organisations
cannot be overstated; in fact, they can be the
key to competitive advantage [6]. Competency
management plays an important role in individual
and organisational levels in the following areas:
(1) strategic workforce planning, (2) recruitment,
(3) selection, (4) performance appraisal, (5)
training, (6) education and development, (7)
talent management, (8) career management,
(9) performance management, (10) succession
planning, and (11) rewarding and recognition
[25],[13], [1], [15], [9], [24], [19], [27], [22]. Vazirani
[27] adds that competencies and competency
models are a viable tool that can be utilized
to prepare the current and future workforce
and retain skilled incumbent employees.
Furthermore, competencies and competency
models are an assistive device for individuals to
focus on their current competencies and refocus
or enhance their competencies as necessary.
With the knowledge and use of the information
contained within a competency model and
awareness of their individual competency
strengths and weaknesses, individuals may
manage their future job or career success,
navigate their current chosen career pathway,
or apply the information to examine new career
opportunities [27].

Conclusion

Based on the evaluation of the survey targeted
at the use of the competency-based approach
in organisations in the Czech Republic, it is
possible to state that despite the fact that the
application of the competency-based approach
has a demonstrable impact on the fulfilment
of organisations’ strategic goals; it is applied
by only 35.8% of responding organisations.
They include in particular small and large
organisations. Important factors that determine
the use of the competency-based approach in
these organisations include: the affiliation with
a larger group of organisations, the high level

of personnel management organisation and the
application of knowledge management which
facilitates the application of the competency-
based approach by organisations. With
respect to the above said organisations are
recommended to focus on the application of
the competency-based approach as a whole,
which will trigger the required synergic effect
and contribute to the efficient utilisation of
competencies in management. In the fully

integrated human resource management
system employing the competency-based
approach, competencies represent a key

prerequisite for efficient performance. This
will subsequently bring benefits at both the
organisational and individual levels.

The article has been prepared with the
support of the Czech Science Foundation
GP 402/09/P616 “Use of Competencies in
Knowledge-Based Organisation”.
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APPLICATION OF THE COMPETENCY-BASED APPROACH IN ORGANISATIONS
INTHE CZECH REPUBLIC

Martina Fejfarova, Hana Urbancova

A competency-based approach is one of the important tools of human resource management aimed
at achieving strategic organisational goals and a competitive advantage. The article focuses on
application of the competency-based approach in organisation in the Czech Republic. The first part
of the article concentrates on the theoretical background. The second part evaluates the results
of the quantitative survey. The aim of the article is to evaluate the competency-based approach in
organisations in the Czech Republic and also to identify areas and activities in which the competency-
based approach is applied and test dependencies between selected qualitative characteristics that
relate to the issues examined. The results of the survey show that if organisations employ the
competency-based approach (35.8%), they do not use individual activities within their frame on an
equal basis. This is also valid for individual categories of employees (organisations concentrate
in particular on managers and specialists). The results further confirm that the application of the
competency-based approach in organisations in the Czech Republic depends on the fact whether
an organisation is part of a larger group of organisations (p-value = 0.003, Phi coefficient = 0.238);
personnel management arrangements in an organisation (the existence of a personnel department
(p-value = 0.001, Phi coefficient = 0.316), processed personnel strategy (p-value = 0.006, Phi
coefficient = 0.310), work position analysis execution (p-value = 0.000, Phi coefficient = 0.444), the
position of the person responsible for human resource management in top management (p-value =
0.036, Phi coefficient = 0.201)) and the application of knowledge management (p-value = 0.015, Phi
coefficient = 0.278). According to the strength of the relationship between the variables, the most
important group of factors is that relating to personnel management organisation. No dependency
on the size of organisations and sector in which organisations operate has been proven.

Key Words: Competency-based approach, competencies, competency models, human
resource management, competitive advantage, survey.
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RECENT TRENDS IN THE STUDY
OF MERGERS AND ACQUISITIONS

Sorin Adrian Achim

Introduction

In the present globalized world, investments play
a key role. But the international financial crisis
has affected both the course of these flows and
their intensity. Investors have reconsidered their
positions and strategies on the market. There
are more options for investors to place their
money and to develop. Out of these options, an
important part of the investment flows happens
through mergers and acquisitions. This is
not necessarily linked to the number of such
processes taking place, but it is more related
to the sums of money that are transacted in
merger and acquisition operations.

As Ferreira et al [10] point out, this type of
operations has become an important instrument
for activity internationalization. This aspect was
emphasized in the field’s literature from the
beginning of this millennium. Consequently,
different cultural, economic, social and legal
environments meet. This is a very important
feature of the mergers and acquisitions that,
incorrectly treated, could lead to the failure of
such an operation.

But mergers and acquisitions also take
place at a domestic level. Regardless of the
geographical space in which they occur, there
are several goals in merging with or acquiring
another company. Some of the most important
are related to:
= overcoming legal
a national market,
access to resources,
cheaper work force,
enforcing the position on the market,
lowering competition, etc.

Mergers and acquisitions are complex
processes that, as shown earlier, need to be
very well understood and planned in order to
be successful. From here comes the need
for continuous knowledge about the field’s
literature. However, the field’s literature is wide

barriers for entering

and a lot of time would be needed for consulting
all the information on the market. As shown in
the Statistics part, when checking the Web of
Knowledge platform, more than 200 articles
were found with the specific subject of mergers
and acquisitions only in 2014. To ease the work
of researchers and practitioners in the field,
the goal of this article is to present the latest
trends in the study of mergers and acquisitions
through a brief literature review of the papers
published in 2014. This comes to complete the
work of others who reviewed the mergers and
acquisitions literature for different periods of
time. In this respect it is noteworthy to mention
the work of [10] who point out the evolution of
the subjects treated by authors in the field’s
literature. Additionally, they present the most
cited papers in order to show newcomers in
this field of mergers and acquisitions research
where to start from.

Our study is an update of such papers,
allowing for an easier approach of the latest
trends in mergers and acquisitions and their
study.

The following part presents the methodology
used.

We then present some statistics related to
the articles published on the subject of mergers
and acquisitions in 2014, based on what we
found on the Web of Knowledge application. We
point out that most of these studies are related
to developed economies such as the USA, the
UK, Germany or China. On the 2010-2014
ranking the first two developing countries that
appear in the ranking are South Korea on the
12t place and Romania on the 18™. For the 2014
ranking South Korea is on the 13" place and
Chile on the 20". Consequently, we emphasize
the need for more studies on mergers and
acquisitions related to developing economies.
In both cases, most of the researches in this
field were published in Journal of Corporate
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Finance. Other features are assessed and
presented in this part.

Some of the most important ideas found
in the field’s literature are then reviewed,
summarized and briefly described in order to
help researchers in the process of literature
review. The emphasis is put on the banking
sector as from this started the 2008 financial
crisis and it is the most common in the latest
field’s literature.

Conclusions are drawn from our analysis
and the most important directions in the study
of mergers and acquisitions are emphasized.

1. Methodology

To achieve our goal we have accessed the
Web of Knowledge database and considered
all published works that satisfied the searching
key “merger* and acquisition””. These works
were related to the economic field. However,
as we speak about latest trends in the domain,
we have filtered the results based on the year
of publication, taking into consideration papers
published in 2014.

The final sample is made up of 206 scientific
researches that dealt with the issue of mergers
and acquisitions in 2014 and were already
available in the Web of Knowledge database at the
time of our research. The final date for consulting
the database was November, 20", 2014.

First of all, we have descriptively analyzed
the papers using the database’s analyzing
results option. Then we have proceeded
in reading the papers and grouping them
according to their main subject, in order to be
able to construct a good quality review related
to the latest trends in the field.

Additionally, we have also run a result
analysis for the articles that satisfied our
searching key, but for the 2010-2014 period.
The reason is that 2010 is the year when the
analysis in the study of [10] stops and we
wanted to see what happened afterwards. In
this part of the analysis were evaluated 1595
records.

Several hypotheses were constructed at the
beginning of our analysis:

H,: Most of the studies in this field are
related to the developed countries.
This hypothesis comes from the fact that the
major part of the research in any field is related
to developed countries, as they have the
necessary tools for research and development.

Additionally, companies with the head quarter in
developed countries are the ones that acquire.

H,: The major part of the studies that deal

with mergers and acquisitions are published
in Management journals, or belong to the
Management category.
This assumption comes from the fact that the
managerial group of a company is the one to
plan a merger or an acquisition and to conduct
such a process, both a priori and post operation,
including all the negotiation discussions.
Managers are appointed by shareholders to
represent their interest — profit.

However, papers of this kind can also belong
to the category of corporation studies, as these
are the ones that appeal to such operations.

H,: An important part of the sample deals
with cross-border investigations.
We base this hypothesis on the fact that cross-
border mergers and acquisitions are much
more important than the domestic ones, as their
impact internationally is more intense.

We also expect a lot of studies published
lately to deal with:
= new ways of assessing the merger and
acquisition process,
= the Euro Area crisis and its impact upon the
merger and acquisition market,

= assessment of this issue in the banking
sector, as this was the most affected by the
bankruptcy of the Lehman Brothers Bank in
the USA, and so on.

The reason for choosing the Web of
Knowledge database is that it is the most
important one internationally. The best journals
and the best publishing houses have their
papers gathered in this database. We have built
our study on the presumption that, who is not in
the Web of Knowledge, does not exist.

2. Describing the Features of the
Analyzed Sample
In 2014, up to the moment of our analysis, 206
studies satisfied the searching key “merger*
and acquisition*”. In order to understand the
trends, we have chosen first to evaluate these
studies using the “Analyze results” option of the
Web of Knowledge database.
Based on these results, the first assumption
is correct — almost all the studies in this group
are related to the developed countries. The
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absolute supremacy belongs to the USA,
to which are related 90 of the 206 studies,
representing almost 44% of the sample. At an
extremely high difference comes the United
Kingdom, placed the second in the ranking, with
a share of 13.1% (27 studies). Germany is on
the third place, with 21 papers (10.2% of the
sample). The rest of the countries have relative
frequencies lower than 8%. Among them are:
the Netherlands, Canada, France, China,
Italy, Japan, and so on. This is an important
aspect emphasized by this research — studies
assessing the issue of mergers and acquisitions
in the developing countries are scarce. This is
a negative point in the study of such processes
as, usually, one of the parts is located in such
an economy. Thusly, more efforts should be

Finance

directed towards evaluating features of mergers
and acquisitions in the developing countries.
An important matter is that these countries
may be characterized by legal, social or
economic instability, which change the typical
development of such a process.

More than half of the sample (127 studies,
representing 61.7%) were studies published in
the field of Economics. Thusly, from the point of
view of the category, hypothesis 2 is rejected.
Studies published in the Management category
come only on the third place as a share, after
the ones in Business Finance, as presented in
Fig 1. If the category of Operations Research
Management Science is added to Management,
it comes on the second place, with a share of
around 38% in the volume of the sample.

m Bar chart of the most important categories to which the studies belong

140

120 -
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0 - T T T
Economics Business Finance Management Business

Source: own construction based on Thomson Reuters Web of Knowledge data

Hypothesis 2 is accepted when assessing
the type of journal. Most of the researches in this
field where published in 2014 in management
journals or in the ones related to corporations or
competitiveness. Differences in this respect are
not that significant as in the case of the other
characteristics analyzed. Most of the studies, 9,
appeared in the Journal of Corporate Finance.
Then comes Journal of Competition Law and
Economics (8 papers). On the third place are
five journals, each of them with 6 articles on this
subject. These are:

Strategic Management Journal,
Review of Industrial Organization,
Journal of Financial Economics,
Journal of Finance,
Journal of Banking and Finance.
They are followed by other management
journals.
Hassan I. is the author with the most papers
on mergers and acquisitions published in 2014.
As the study of [10] stopped in 2010, we
also present a brief statistical description for
the period 2010-2014. Out of the 1595 papers
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satisfying our searching criteria, 25% were
published in 2011. Fig. 2 shows that there are
not important differences, except for 2014. This

could come from the fact that, at the moment of
the analysis, not all journals had their last issue
published.

Structure of the studies published on mergers and acquisitions based
on the year of publication

206; 13%

323; 20%

m 2010
@2011
m 2012

2013
02014

Source: own construction based on Thomson Reuters Web of Knowledge data

However, except for 2011, one can see
an approximately constant number of articles
published on this matter from 2010 towards
present.

In what regards the country to which the
paper is related, nothing changes for the first
two ranks. The USA is on the first place for the
entire period, too. Almost 40% of the sample
is related to this country. The United Kingdom
comes the second, again, with a very low
share in respect to the USA (almost 11%).
Germany comes on the fourth place, being
replaced by China on the third. We present the
first 10 countries in Fig. 3. It can be seen that
the first working hypothesis is also accepted
for the 2010—2014 period. It is noteworthy to
emphasize that there are 26 papers evaluating
this issue in relation to Romania (it ranks 18%).

Only South Korea is to be found in more studies
(42). All other developing economies are far
lower in the ranking. For example Greece,
which was extremely intensely affected by the
global economic crises is to be found only on
the 25" place, with 19 studies in this field.

Most of the studies were published by
Weber Y. and Tarba S.Y. (each one with 10
papers in this field in the analyzed period).

Journal of Corporate Finance is in the top
of the ranking, again, with 49 articles. This
time, between it and the Journal of Competition
Law and Economics (46 papers) is placed the
Review of Industrial Organization (48).

In what regards the category, Management
and Business Finance switch places, with 595
and 480 studies, respectively. The first remains
the Economics category.
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m The top 10 countries to which studies are related for the 2010-2014 period

Source: own construction based on Thomson Reuters Web of Knowledge data

3. The 2014 Trends in the Study of

Mergers and Acquisitions
Subsequent to reviewing the whole sample,
we grouped the studies based on their main
subject. In the following we briefly present some
of the most important of our findings.

After evaluating the 2014 papers, we can
conclude that the third working hypothesis
is accepted. Most of the studies assess this
issue from the point of view of cross-border
transactions. A possible explanation is the fact
that international transactions are of a much
more interest than the domestic ones. Inside
country mergers and acquisitions are of more
interest only for the national actors on that
market. Consequently, in order to be published
and cited, authors seek to choose subjects that
are of international, global relevance. When
looking for the “cross-border” expression in the
sample analyzed, more than 30 researches were
found. This represents about 15% of the studies
reviewed. However, much more of them really
assess this issue from an international point of
view. Few are the articles or other papers that
have the subject related to domestic mergers
and acquisitions. Among them we found, for
example, the study of [25] that speaks about the
problem of local governments’ consolidation in

Japan. The article points out that governments
receiving larger sums of money from the center
are not likely to merge. Other examples of this
type are related to the US newspaper market
[16], the US banking sector [8] and so on. We
have also found an example from a European
country — the Netherlands. [4] study the spatial
clustering process that appeared due to
mergers and acquisitions in the Dutch banking
sector. They analyze a very long period of time,
from 1850 to 1993.

The field’s literature also speaks about
merger waves and their characteristics. This
theory is to be found in relation to different
sectors. For example, [31] estimate a model for
the US banking sector for a large period (1987
to 2013) in order to test the theory of merger
waves and find the causes for such waves.
They emphasize that these are directly related
to stock market booms. Merger waves are also
assessed from the point of view of connections
and linkages between industries. The influence
of the development of the insurance market
upon the hospital merger wave in the 1990s
is evaluated by [30]. Waves of consolidation
are also assessed in the insurance sector
alone (see, for example, [34]). Mergers and
acquisitions are expected to happen in order
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to restructure and consolidate the European
insurance sector after the harmonized Solvency
Il framework that is about to be put into practice.

An important study comes to emphasize
the growing significance of companies from
emerging economies in the M&A process
([29]). They point out that an important feature
of the present M&A wave is the influence of
employees on the results of the process. These
results were obtained through a laboratory
experiment and, beside the growing importance
of the companies’ size, they also emphasize
the increasing weight of the cultural issues in
the mergers and acquisitions. Other studies
come to point out the growing importance
of cultural-based strategies. This is a trend
in the study of corporate governance. A well
developed cultural strategy increases the post
acquisition performance and efficiency [21].
Additionally, [36] stress the need for considering
cultural differences when constructing the M&A
strategies. The performance of mergers and
acquisitions cannot be anymore explained in
a simple manner. Another aspect treated by
this study is the importance of the managerial
team upon the M&A efficiency. [2] also assess
cultural issues. Their result is that M&A success
is directly related to cultural fit. A new approach
is introduced by [12] — learning by observing.
They show that culturally different companies
can merge or be involved in an acquisition
process in a more efficient way by studying the
problems encountered by their predecessors
on a specific market. Problems related to spatial
and cultural distance are also present in other
newly published studies (see, for example, [24]).

An increasing importance is given
nowadays to the evaluation of intermediaries
in the mergers and acquisition processes. The
most frequently of such groups treated in the
latest literature are:
= Managers,
= Accountants and auditors,
= Financial advisors.

Their role is very important as what
finally counts is the performance of the M&A
process and the gains that this process brings
to shareholders. Performance, in general, is
assessed in relation to board features (see, for
example [28]). The latest studies also evaluate
the performance of the M&As in relation to the
managers’ characteristics. For example, [17]
investigate the influence of CEOs experience
upon the M&A performance. They conclude

that firms with former investment directors in the
managerial team have a higher propensity to
acquire and are more efficient in this process. On
the contrary, more traditionalist companies, with
conservative managers are, are less likely to get
involved in M&A operations [19]. This statement is
true, even though CEOs in the acquirer company
are more likely to have increased compensations
after the acquisition [18].

Financial advisors are also very important,
especially when they have experience in
the target country, while the acquirer does
not. Studies such as the one of [13] confirm
the certification hypothesis in the choice of
consultants for cross-border M&A.

Traditional companies as mentioned
before also have conservative accounting
approaches. Consequently, more traditional
firms from the accounting point of view are
much more reluctant towards mergers and
acquisitions. Post merger accounting issues
are also discussed in the newest literature. [6]
emphasizes the difference between pre and
post transaction values of assets and evaluates
the diversification discount. It is interesting
to see how the whole process of accounting
standardization based on the IFRS has affected
M&A performance. [5] state that the merger
premium has decreased due to international
harmonization of reporting standards.

Beside accountants, auditors also play
a key role in the M&A process. This aspect is
brought into light by [23] who show a significant
decrease in the costs the acquirer has to bear
when a Big N auditor is auditing its target
company. But due to increased market power
and to the Big N theory, the auditing market is
also subjected to M&As. The impact of them
is assessed in the field’s literature. Studies on
this subject reject the hypothesis of market
concentration upon auditing fees [22]; [9].

3.1 The Banking Sector
The banking sector is highly assessed in
mergers and acquisitions problems. Out of the
206 papers in the sample, 23 deal specifically
with this sector. Consequently, more than 10%
of the sample is related to the banking sector.
It is no wonder that the Journal of banking and
Finance is among the top in the ranking based
on the number of articles published on the
subject of mergers and acquisitions.

In this group of papers appear more mergers
and acquisitions related theories. There are
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several theories related to the size of the banks
involved, to the size of the banking sector and
to changes that appear on the market once with
the consolidation through M&A. We restate the
paper of [31] that comes with an interesting
theory — “too big to merge?”.

Related to it is another study that tests the
idea of “too big to succeed” [27]. The authors
of this study use a sample of Japanese
bank mergers to test the effect of sectorial
consolidation upon financial performance. It
is true that the consolidation process brings
along more market power, by the profit and cost
efficiency are very little affected. This effect is
more intense when mergers and acquisitions of
banks are the result of governmental influences
in post crisis economies. In opposition, [33]
show that public banks perform more badly
then private ones only when they are forced
to purchase other banks with major problems.
Otherwise, after mergers or acquisitions with
normal banks that have insignificant problems
or no problems at all, they have the same
results as the private banks.

The issue of crises appears in other studies
related to M&A in the banking sector, too. For
example, the financial crisis at the beginning
of the Millennium caused a concentration of
the Turkish banking sector (due to liquidations
and M&As) and the development towards
amonopolistic market [37], [32]. On the contrary,
the consolidation of the Spanish banking sector
after the 2008 financial crisis had little impact
upon costs for the clients [26]. [7] explain that
the resemblance between the Euro Area and
the Latin America crises and the difference
from the Asian one is due to the fact that one of
the most important aspects was attaching much
more weight to bank mergers than to labor force
mobility as adjustment mechanism. A novelty
in this field is the study of [3] that develops
and early-warning model for the prediction of
problems in the European banking sector using
both micro and macro-level data. The analysis
is run on the data of the present financial crisis.

In contrast with the first two theories
presented above comes the “too big to fail”
approach. This theory is found not only in the
banking sector, but also in insurance and others
[11]. [11] study this effect on the US market for
the 2001-2011 period and show that there is not
clear evidence of it, but that the characteristics
of the acquirer are, however, important. These
characteristics are associated with different
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risks that can appear in the M&A process and
after it.

Another hypothesis is to be found in the
field’s literature lately is the “concentration-
fragility” one. In [38] it is tested along with the
systemic risk and confirmed based on a sample
of domestic and cross-border mergers.

The level of concentration and consolidation
is also of interest from the point of view of
evaluatingit. Thatis why[14] constructed indexes
to measure the level of market concentration in
the banking sector. These indexes could also
be transposed in other sectors, too. They also
evaluate the influence of market concentration
upon the corporate cash holdings.

The Data Envelopment Analysis (DEA) is
respecified by [15] in the form of an inverse
DEA to assess the efforts that the acquirer or
a merger has to make in order to reach a certain
level of efficiency of the process.

There are other studies that evaluate the pre
and post M&A situation. For example, [1] show
that, as pre-M&A process equilibrium is altered,
effects are different for the parties involved in the
process, the economic sector and households.
A merger in the banking sector facilitates
access to credit for companies, but reduces
it for households. [35] study these aspects on
the Malaysian banking market. Their results are
consistent with the fact that the acquirer is more
productive in respect to its targets, thing that
insures its position in the negotiation process.
Efficiency of bank mergers in Taiwan is also
given by shareholders [20]. The dynamism of
such processes is investigated and persistent
and intertemporal effects evaluated.

Conclusions

The goal of our study was to present the latest
trends in the study of mergers and acquisitions.
Analyzing descriptively the studies published
in 2014, in particular, and the ones published
in the period 2010-2014 in general, we have
pointed out that a significant majority of them
are related to developed countries. This is
extremely important, as, usually, one of the
parts in a merger or acquisition process is
located in a developing country. Consequently,
there is an important need in the field’s
literature to assess this issue from the point
of view of the less developed part. Almost all
researches do this from the point of view of
the more developed, more powerful partner in
the process. Researchers have to bear in mind
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the fact that different countries have different
characteristics. What is suitable for one of them
may not be the best for another. There are many
examples in Economics that not all results for
developed countries can be 100% transposed
to the developing ones. For example, the
relation described by the Phillips curve is not
valid for many developing countries.

Changes in the approach would also be
benefic for companies that want to extend to
developing economies. In this way they would
have a better possibility to inform about the
features of a certain national market and then
plan their actions according to them.

Additionally, most of the researches deal
with cross-border issues related to mergers and
acquisitions, including financial intermediaries
that could get involved in such processes.
We think that domestic evaluation of mergers
and acquisitions should be encouraged, as
specificities of local markets could be found out
of such investigations.

Merger waves and the banking sector occupy
an important part of the literature assessing
mergers and acquisitions. For each of the two, we
pointed out the latest approaches and studies.
For example, we emphasize the appearance of
new indexes that evaluate M&A efficiency or the
level of consolidation of a market.

The role of intermediaries in M&A processes
is also more and more assessed. And here we
speak about accountants, auditors or financial
advisors.

After reviewing the latest trends in the study
of mergers and acquisitions based on the most
recently published papers we suggest potential
authors to start approaching other sectors than
the banking one, too. This because each sector
has its own specificities that may be extremely
different, but also extremely important.

Due to the limits of such a paper, we do not
consider our study exhaustive. Complements to
it can be brought and are highly encouraged.
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RECENT TRENDS IN THE STUDY OF MERGERS AND ACQUISITIONS
Sorin Adrian Achim

Mergers and acquisitions are important operations that happen nowadays. The goal of such
processes is to “conquer” new markets and benefit from their resources (natural or human), or
to lower competition (by acquiring a competitor or merging with it). More and more studies are
written on this subject, thing that makes people interested in it have a difficult job in staying up to
date. That is why the present research had as a goal to evaluate and summatrize the latest trends
in the study of this subject. Based on our goal we have conducted an extended analysis on the
studies published in 2014 in this field. Additionally, we have also descriptively analyzed the period
2010-2014. For this, we have presumed that the most important research is to be found in the ISI-
Thomson Web of Knowledge. We point out the lack on such literature on the developing countries,
as most of these studies are related to the developed ones, such as the USA, the UK, China or
Germany. The major part of them is published in the Journal of Corporate Finance. The second
part of the article comes to emphasize the most important ideas that are to be found in the 2014
field’s literature. Many of the studies are related to the banking sector. Additionally, we found new
indexes created to evaluate the M&A performance or the concentration degree of the market due
to and after M&A operations. There are papers that assess different theories, such as the merger
waves theory, the concentration-fragility hypothesis, the too-big-to-merge, too-big-to-succeed or,
too-big-to-fail theories and so on.
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CHANGES IN THE FINANCING

OF MUNICIPALITIES AND LOCAL
GOVERNMENTS OF SELECTED CITIES:
POSSIBLE EFFECTS ON DISINTEGRATION
PROCESSES AND MUNICIPAL POLICY

Pavel Roubinek, Petr Kladivo, Marian Halas, Jaroslav Koutsky,

Zdenék Opravil

Introduction

There was a significant reduction in the number
of municipalities in the Czech Republic in the
era of socialism. This was a consequence of the
application of the central system of settlement,
which was based on Christaller's theory of
central places. In connection with the changes
after 1989, there was a disintegration of such
integrated communities and the situation has
since stabilized. A number of small villages were
renewed but cities with inhabitants of a hundred
thousand (population of these cities oscillates
around a hundred thousand inhabitants) did not
experience such processes. Due to this fact the
big cities in the Czech Republic are typical for
their larger size because they also administrate
smaller residential units of rural characteristics,
often many kilometers from the city centers.
These administrative parts of the cities are
managed in different ways. In connection with
the manifestations of suburbanization during
the past twenty years, the transformation of
the social structure of the inhabitants in these
“suburbs” and changes in rules of municipal
budgetary allocation of taxes (hereinafter BAT)
there is the question of sustainability and stability
of such defined borders of municipalities. The
paper presents opinions on the development of
the financing system and attempts to analyze
the motives of the peripheral parts of selected
cities with inhabitants of a hundred thousand to
remain part of or separate from these cities. In
connection with changes in the BAT made on
1st January 2013, the financial motive can have
an important role. The main aim of the paper will
be a comparison of the current financial income
of these municipalities with previous periods

in relation to changes in the BAT and assess
the impact of these changes on the potential
disintegration  processes and municipal
politics. The process of urban disintegration
and creation of a new municipality is not easy
and is provided for in the legal system of the
Czech Republic. The paper also gives an
overview of this legislation. The authors focus
on the cities of Olomouc and Pardubice. The
whole study follows on detailed research of
the suburban zones and its development in the
hinterlands of cities with about 100 thousand
inhabitants. Theoretical results are confronted
with a real situation in municipalities, the
main source of information from practice were
structured interviews with representatives of 20
municipalities, mainly mayors.

1. Theoretical Background

The financing of local governments defines
an important framework for their successful
operation. Territorial governments provide
a range of services to the population, so it is
essential that the system of local government
is as efficient as possible [26]. Optimization of
the space systems, respectively public finance
system in general, and more specifically the
distribution of finances and competences
between the central (national), regional and
local levels are also discussed in the theory
of public finance. One of the basic theories of
public finance is the theory of fiscal federalism.
This theory arose after World War 1l and began
to develop mainly during the 50s-70s of 20th
century. It was created for reasons of inefficient
allocation of funds for the provision of financial
assets in the public sector, which began to show
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a tendency towards strengthening the role of
local government, in particular the powers and
responsibilities of municipalities in decision
making and in the economic sphere. The public
sector is in most countries divided into several
administrative levels and these levels share
the execution of public administration. The
consequence of this division is the existence
of multi-stage organization of public budgets
and the relationships between them. Pekova
[24] states that the theory of fiscal federalism
is based precisely on the existence of multi-
level government and the optimal allocation of
powers and responsibilities between them. The
development of this theory was possible thanks
to economists in the Anglo-Saxon countries
(Charles Tiebout, Richard Musgrave, Wallace,
Oates). Musgrave [20] outlined an alternative
attribution of functions to different levels of
management. Tiebout [37] had already pointed
out“voting with feet”which explained the decision
making of inhabitants in a particular region (city
or town) according to its actual preferences
towards public goods on the one hand and on
the other hand according to the willingness to
pay local taxes (He actually formulated the so-
called fiscal migration hypothesis). Even in the
most detailed work on fiscal federalism Oates
[22] points out that population mobility helps
to increase the effect of decentralization but at
the same time it might not be necessary for the
actual decentralization of local public goods.
Based on the works of Musgrave and
Tiebout [20], [21], [37], [38] we talk about
the model of the so called “layered cake”.
It is the organization of relations within the
public sector and public finance. The central
government  should exercise particular
stabilization and fiscal redistribution functions,
regional or local government should focus on
fiscal power allocation function. In this case
it is the horizontal model of fiscal federalism.
This is a separation of powers where the
central decision-making is connected with
decentralized execution of functions. The
vertical model of fiscal federalism (or vertical
structure of the budget system) can be either
in centralized, decentralized or combined form
[24]. The second case is a horizontal model
of fiscal federalism (horizontal structure of the
budget system) which is typical for the financial
relations between different levels of government
budgets in a horizontal line. Central decision
making is accompanied by decentralized
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exercise of the functions. When the central
administration is mostly underdeveloped. The
principle of solidarity is followed. Tax policy and
tax legislation is uniform and centralized [26].
In recent decades, the Central European
countries put emphasis on the issue of fiscal
federalism. Especially in the context of the
increasing role of local governments and the
process of decentralization and deconcentration.
In many states there were or still are ongoing
reforms of public administration, which led
to transfer of certain powers and functions
to lower levels of government [18]. In this
process, the issue of public finances and public
administration often appears as a topic for
academic study [4], [19], [25], [34]. In addition
to fiscal federalism there are also concepts of
fiscal autonomy and fiscal decentralization in
the scientific literature (e.g. [3], [7], [9], [13],
[31]). These terms cannot be considered
synonyms. Fiscal autonomy in general refers
to the ability of territorial and administrative
units to provide the desired level of income,
and subsequently determine how to use it for
the benefit of the inhabitants of this unit. It is
in fact a subset of fiscal federalism, which
addresses a much broader relationships, e.g.
in relation to the central level of government.
Fiscal decentralization is a process leading to
greater fiscal autonomy (transfer of legislative
and political powers in planning, decision-
making and control from the central level
to a lower level — closer to the citizen). The
fundamental task is to search for the optimal
degree of decentralization of the public sector
to lower government levels and an increase
in the effectiveness and quality in financing its
needs. Tanzi [36] distinguishes between fiscal
and administrative decentralization. We talk
about the fiscal decentralization if the lower
administrative units have the powers given by
legislature to choose and impose taxes and
bear responsibility for their spending activities.
Conversely, if the majority of the taxes are levied
atthe centrallevel and revenues are redistributed
to local decentralized administrative units and
their spending activities are carried out under
the control of the central government, Tanzi [36]
speaks about administrative decentralization.
Topics of competences, system settings of
governance at the local level are associated
with decentralization and fiscal federalism.
This is based on the idea that you cannot
govern effectively from a single (state) center.
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Partial decentralization of the public sector
also helps to increase the intensity of public
control over the spending of public funds. The
functioning of local administration sometimes
uses the term “local state” in the literature. This
does not mean full sovereignty typical of state
but only the administration and management
of local administration units. Linking the two
levels can also be called a “dual state” [28].
The theory of local autonomy is also developed
by Clark [8], who in this context speaks of two
primary principles of local autonomy: power of
initiative and power of immunity. Initiative refers
to the power to act, to enact own legislation
and regulate the activities of private persons.
Immunity refers to the power to do without the
supervision of higher levels of the state. In the
case when a local government has power of
initiative and immunity, it is a full local state. If the
local government lacks initiative and immunity
local authorities are merely an administrative
tool of the higher levels of the state.

In the cities and larger towns there is an
alternative distribution of management and
competence on local (municipal) level to the
other two “sub-levels”. According to this system
Barlow [1] states three basic models of large
cities:

a) polycentric model,
b) unitary model,
c) two-stage model.

In a polycentric model there is no directly
elected central government (local government)
for the entire city. Management is decentralized
to local authorities. There is no citywide level
management, long term planning and the link
to the regional level is problematic. This control
method is practically nonexistent in Europe.
Unitary model has one central authority which
covers the entire city. The main shortcoming
here is excessive centralization and the
ability to solve partial problems of individual
urban areas and their citizens. The two-stage
model should combine the advantages of the
two previous models, reducing the effects of
fragmentation, while maintaining the benefits
and the existence of smaller units. Many
authors emphasize this model for its greater
respect for the values of participation, and the
availability of local identity. In the case of the
application, there is an important debate on
the question of competences which should be
kept at the city-wide level and which should
be further decentralized (e.g. [2], [14], [30]).

In the Czech Republic the statutory cities
should have a seemingly two-stage model
management but in fact it is not entirely clear.
Only eight of the twenty-six statutory cities
have directly elected bodies (local government)
at two levels: Prague, Brno, Ostrava, Plzen,
Liberec, Usti nad Labem, Pardubice and Opava
(Tab. 1). Liberec and Opava are also special
cases. Liberec has a specific way of managing
with only one city district and the rest reports
directly to city authorities, Opava has eight
local government units in the suburbs of the
city, and the city center is managed directly by
the city authorities. Other statutory cities have
a unitary governance model, where lower-
level authorities are not directly elected local
government. They have limited powers and only
an advisory function [11].

Setting the municipal financing rules of
budget tax (MFRBT) or setting alternative fiscal
autonomy is animportantissue formanagement,
control and generally for the development of
cities and villages. The dominant revenue from
taxes, tax determination, is connected with the
determination of the optimal vertical structure
of taxation. McLure [17] emphasizes the
importance of these issues when decentralizing
taxes: Which level of government decides
which taxes the government imposes? Which
level of government sets the tax base? Which
level determines the level of tax rates? Which
level manages the level of taxes? In this context
there is also important legislation correcting
the level of indebtedness of municipalities
that are significantly different in each country
and in some cases participation of citizens in
a referendum may be reflected [29]. Nominal
amount of redistribution of finances for
municipalities depends apart from setting of
parameters described in the paper on the
total amount of tax revenues. These can be
optimised by the correct setting of tax policy
[10]. The enhancement of fiscal union can be
helped for instance by activities of local leaders
or NGOs, mapped in detail in the contribution of
Laboutkova [15].

Inthe Czech Republic, the system of financing
of municipalities is important particularly for the
outskirts of large cities, which are often affiliated
to former independent residential units [12]. Their
management and financing may be significantly
different depending on whether they are or are
not part of the central city. The analysis of this
question will also be the subject of this paper.
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2. The Current System of Self-
Government of Cities with
a Hundred Thousand Inhabitants
Regard to Olomouc
Already the Act No. 367/1990 Coll., on
municipalities (local government) [45] and Act
No. 418/1990 Coll., on the capital city of Prague
[49], stated that the statutory cities and the
capital city of Prague can be divided into self-
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governing districts as determined by the board
of representatives of the statutory city in the
state of the city. But there is a discrepancy in
the breakdown of statutory towns in the Czech
Republic because not all use the opportunity to
further breakdown their structure, respectively
into two-stage management (i.e. each district
has its own council and mayor). This matter is
currently in compliance with applicable legislation
fully in the competence of individual cities.

The statutory cities with two stage system of government

City Type of division
Praha 22 urban administrative districts (internal division) and 57 city districts
Brno 29 city districts
Ostrava 23 city districts
Plzen 10 city districts
Liberec 1 city districts, the rest is subject directly to the authorities of the city (35 city parts)

Usti nad Labem | 4 city districts

Pardubice 8 city districts

Opava

8 city parts, the center of the city reports directly to authorities

Olomouc belongs among autonomously
undivided cities with one hundred thousand
inhabitants. There are, however, the
commissions of city districts which are
established and dissolved by Olomouc City
Council (hereinafter OCC). These commissions
(total 27) have a certain city allocated funds
(300 thousand annually) which they manage.
Fundamental decisions are taken at the city
level (OCC) and the Commission are actually
rather an advisory capacity. At the head of each
city district commission is the Chairman who is
appointed by the Mayor of Olomouc (Statute of
the city district commissions 2011) [32].

Based on information obtained during
interviews with selected chairmen of city
district commission it can be said that this is
essentially a voluntary function because reward
for its execution is set at 1,900 CZK per month
for the President and 500 CZK per month for
members of the commission. The Number
of members in the city district commission is
5-15, composition reflects and respects the
municipal council elections in Olomouc. The
problem is a small interest in the membership

Source: official websites of cities; web CZSO (2013)

in the Commissions and the high average age
of their members. The Chairmen of city district
commission are brought together and managed
by municipality workers (Public Relations
and Information Department, department of
city district commissions). The presidents of
the city district commissions should transmit
incentives to the department which should
address them in the operation of the City
Council. However, this cooperation according
to the gathered information does not work. In
urban areas there are detached workplaces of
the municipality, which are regularly visited by
a specialized worker. But in the case of some
districts (Chomoutov) the worker does not go
there regularly and doesn’t do anything. The
chairmen of city district commissions (mainly
peripheral districts) would clearly welcome
higher autonomy of city district commissions
respectively decentralization of municipal
government (the so-called “small City Halls”).
The problem in the case of some parts of the
cities is the fact that the negotiations with the
city are affected by personal relationships and
also as to whether a member of the council or
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the city council is a resident of one or another
district (own research 2013). Among other cities
with hundred thousand inhabitants which are
autonomously undivided we can include cities
Hradec Kralové or Ceské Budg&jovice that are
divided into Ceské Budejovice 1-7 but they are
not autonomous.

3. The Settlement System of

the Czech Republic, the

Integration and Disintegration of

Municipalities in History
The Settlement system of the Czech Republic
is characterized by several specific features. It
is primarily a very high density of settlements,
their uneven distribution, a high frequency of
small rural settlements and the relatively small
number of large cities. Additionally, you can
find significant regional differences, such as
a dense network of small settlements typical
of the Czech and Czech-Moravian highlands,
while the areas of Moravian and Silesian
lowlands typically have larger and more remote
settlements [6].

The current form of the settlement system
of the Czech Republic is a long lasting result
of various historical processes. The number
of settlements reached it's historical peak
in the High Middle Ages. Then there was
a decline in their numbers, especially due to
various wars (Hussite wars, the Thirty Years
War) or unsatisfactory financial performance
of municipalities. The Thirty Years War was an
important milestone because after this war
there was stabilization in residential structure
which has lasted up till the present day.

The term settlement is in geography
perceived as an elementary unit of population
[16]. Settlements are therefore cities, villages
and spatially separated districts of municipalities,
etc. no matter what their administrative status —
whether they are or are not the autonomous
municipalities. The average size of municipalities
in the the Czech Republic amounts to 1,634
inhabitants [5]. Fragmented population structure
is not special within the Central European
conditions. The smallest average city population in
Europe (1,300 inhabitants) belongs to France [39].

There were many theories concerning
the ideal size of the municipality in history. In
general, most of them emphasized the increase
in the average size of the municipality (due to
reduced costs and increased efficiency control).

Many of these theories have become the official
development policy instruments of some states.
In our environment it was so called central
system of settlement proposed in 60s and 70s
of the last century by a group of Czech urban
planners, which became for some time the
basis of official policy of territorial development
of the former socialist Czechoslovakia.

The Hierarchical system of mainframe
sites should have become the framework of
settlement systems. These sites should have
become focal points of territorial development,
services to residents in its vicinity and
be objectives of investment. The system
distinguished between three respective levels
of mainframe sites (centers). Large rural
municipalities with 1,500-2,000 inhabitants
were chosen as the centers of local importance.
In addition to its own population, centers should
have provided basic needs for the population
of smaller non-mainframe sites in its facilities,
including about 3,000—-6,000 inhabitants. Rural
settlements not included in mainframe sites -
non-mainframe residental units were divided
into two groups: the first consisted of permanent
character settlements and the second consisted
of other residental units. As suggested by the
terminology, maintaining other residental units
wasn’t expected in the future. Around 1,700
centers of local importance have been identified.
A higher degree was formed by centers of the
district significance which were fully equipped
and offered higher services to the population in
the vicinity covering at least 50,000 inhabitants.
There were nearly two hundred of them — they
were the cities with 30—-80 thousand inhabitants.
The third and the highest degree consisted of
centers of regional significance, which should
have provided their residents and residents
from the surrounding area the most demanding
services. This category included the 20 biggest
cities. Centers of the district and regional
significance should have received crucial part
of the investments.

Despite the fact that these centers should
have been means of planned regulation of
settlement and for some time actually influenced
the spatial distribution of investments, this
system was included among projects of utopian
character. Gradually, it has been found that it is
too schematic and directive and underestimates
the significance of the impact of spontaneous
and hence unforeseeable development
factors whose spatial distribution defied the
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predetermined nomenclature. Despite the
regulation settlements which weren’t expected
to develop developed and vice versa. The
system underestimated the developing
importance of regional location of settlements,
often more important than their population
size. Because the central system gradually lost
its regulatory function and disappeared from
official documents during the 80s [39].

The introduction of the central system of
settlement resulted in a drastic reduction of
municipalities in our area (administratively).
Just between 1970 and 1980 there was
a reduction in the number of municipalities
by almost 3,000 (7,511 municipalities in 1970
and 4,778 in 1980) [27]. Municipalities were
not obviously physically destroyed, but there
was an administrative integration. It basically
acquired two forms: either the municipalities
were merged into a new territorial unit, or were
managed (without merging) by another larger
municipalities and its national committee.
Municipalities therefore existed but failed to
meet basic settlement functions and stopped
developing [35].

In connection with the changes after
1989, a municipal system was established in
1990 with a guarantee of autonomous self-
government administrative unit, municipality.
The process of disintegration of municipalities
into smaller administrative units was immediate
consequence. From 1989, largely in response
to the previous compounds, process of division
of municipalities spontaneously started and
a significant number of municipalities within
a relatively short period of time disintegrated
into autonomous units. The driving force of this
process was an attempt to regain autonomy
for the formerly independent municipalities.
If in 1990 there were 4,100 independent
municipalities in the Czech Republic, in 1994
there were 6,230 (CZSO). On 1st January
2013 there were 6,253 municipalities and
approximately 15,000 settlements in the Czech
Republic (CZSO). The number of municipalities
is therefore about the same as in the mid-
nineties, when a wave of euphoria subsided
after 1989. Only eight new municipalities have
been established since 2005 (CZSO).

4. The Legislative Framework for

Creation of the New Municipality
However, in light of recent changes in the
context of budgetary allocation of taxes the
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emergence of new motives for the disintegration
of municipalities (this time voluntarily). The
question is how the situation will continue
to evolve. The entire process of the creation
of a new municipality (disjunction) is
currently based on Act No. 128/2000 Coll. on
municipalities (local government) [41] and Act
No. 22/2004 Coll. on local referendum and on
a change of certain acts [42], as amended. § 21
paragraph 1 of Act No. 128/2000 Coll. says:
“The new municipality may arise by disjunction
of municipality part, which must have a separate
cadastral territory adjacent to at least two
municipalities forming a coherent territorial unit,
after the disjunction it will have at least 1,000
inhabitants. The original municipality must also
meet the same conditions after the separation
of its parts.” The current applicable condition
of 1,000 citizens means that the efforts of very
small parts of cities to become autonomous are
not usually successful. But there is a possibility
that more local parts join together in the same
initiative.

“The disjunction of municipality part must
be approved in a local referendum of people
living in the territory of the municipality part that
wants to become autonomous. In the part of
the community that wants to separate, citizens
of the municipality establish a preparatory
committee” This preparatory committee then
proposes a system of local referendum and
participates in its preparation and execution
and disjunction of municipality. In case of
a positive result of a local referendum held
in the municipality that wants to separate,
a competent regional authority decides on the
disjunction of municipality part with delegated
powers to the proposal from municipality part
(in our case the city from which they want to
separate the relevant parts). A Proposal to the
disjunction of community and other progressive
steps to disintegration are described in Act
No. 128/2000 Coll. on municipalities (local
government) [41].

5. The Current Rules of Budgetary
Allocation of Taxes in the Czech
Republic and Their Possible

Impacts
Tax incomes of municipalities are one of
the most important sources of income for
municipalities in the Czech Republic and to
a large extent affect their financial stability. The
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most significant incomes of municipal budgets
are the tax incomes namely tax entrusted and
shared. The development budgetary allocation
of taxes (BAT) in the Czech Republic can be
divided into three periods: 1993-1995, 1996—
2000 and from 2001 to the present. The authors
will address the period until 2001.

The funding of cities and municipalities
in the Czech Republic is different from other
European countries. Larger cities have higher
tax revenue per capita (because they perform
the functions which are used by the residents
of smaller communities). In contrast, small
municipalities have lower tax revenue per capita.
Tax revenues of municipalities and regions in
the Czech Republic are mainly defined by Act
No. 243/2000 Coll., On the budgetary allocation
of revenues from certain taxes, municipal
governments and some state funds (Law on
the budgetary allocation of taxes) [43], as
amended. Tax incomes of smaller municipalities
under the current version of the Act are made
up of a proportion of shared taxes, selected tax
incomes and the motivational elements. The
new law on budgetary tax is aimed at eliminating
the causes of unequal income disparities of
municipalities (particularly in the case of tax
on personal income), removing speculative
activities of municipalities in an effort to increase
revenue, eliminating instability of municipalities’
incomes in different development stages of
regulation of taxes by extending the spectrum
of taxes, from which municipalities determine
the shares of the tax revenue income. The aim
of the Act was also the convergence of the
dynamics of tax revenues of both segments
of public budgets [26]. Another reason for
adopting the amendments in BAT was the need
to include the financing of new and higher level
of local governments (regions). Under the new
BAT applicable since 1st January 2001 property
taxes and all the proceeds of corporate income
tax paid by municipalities remained exclusive
tax incomes of municipalities.

Shared tax incomes of municipalities are: tax
on personal income from employment, income
tax of self-employed persons (only 70% of tax
revenue), the tax on personal income collected
by deduction tax, corporate income tax, unless
the taxpayer are communities themselves and
new tax revenue became municipality’s portion
of national revenue from value added tax.

The act on budgetary allocation of taxes
was during its existence novelized several

times, where typically the changes were
caused by the need to respond to current
issues in public budgets, or a need to change
some points that proved problematic during
the practice. By 2007, there were 14 sizes of
category of municipalities based on population
and the coefficient affecting the allocation of
the income per capita. At the same time, there
were so-called jump effects of the division
of finance. The determination of the number
of size of categories was based on standard
deviations from the average tax revenue from
personal income from employment and self-
activity per capita. The individual coefficients
of size categories of municipalities should
have taken into account the fact that the higher
population size of the municipality had a bigger
scope of delegated powers [26]. This highly
inefficient system of financing of municipalities,
which had so called jump character when the
calculation coefficients changed significantly
with a certain achieved limit of population
size, was carrying a number of problems. The
most affected were small municipalities of 150
inhabitants, which evolved in an economic
pressure on their merging (although this has
never been said officially). In the category of
municipalities with 200-5,000 inhabitants (the
largest group of municipalities) the coefficients
had a very modest increase, which contrasts
with a significant jump between categories with
50 thousand up to 100 thousand inhabitants
(0.8487) and the bigger the cities with 100-150
thousand inhabitants (1.0393). However, in the
Czech Republic, there is significant group of
cities about the same size and importance,
between 90 to 100 thousand inhabitants (Ceské
Budé&jovice, Liberec, H. Krélové, Pardubice, Usti
nad Labem, Olomouc), all of which only Olomouc
exceeded this level in the long term (last year the
population of Olomouc fell under 100 thousand
according to data of CZSO). Due to differences
in coefficient practically same sized cities,
received about 20% in tax revenue per capita
less than Olomouc without the possibility to
interfere [26]. Imperfect size of coefficients led in
practice to the activities of municipalities, which
in order to obtain a higher number of permanent
residents paid the “new” people different heights
of financial contributions. Examples include
cities like Jihlava, which needed to exceed 50
thousand residents or the city of Usti nad Labem
and Kolin [53]. Surrounding municipalities
protested strongly against that. People registered
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in cities but continued to live in the surrounding
municipalities.

The amendment effective from 2008 (Act
No. 377/2007 Coll.) [47] caused removal of the
existing senseless jump transitions between
different sized categories and (for the purpose
of strengthening budgets of the smallest
municipalities) added criterior on of the sheer
number of inhabitants and the criterior on of
the total area of municipality cadastral (both
witch 3% weight). At the same there was a time
modification of the existing criteria (the number
of inhabitants) which was modified according
to coefficient of the size of categories of
municipalities (94% weight).

By 2007, Prague had 6.6 times and cities
with one hundred thousand inhabitants had 2.5
times more tax revenue per capita compared
to the smallest municipalities. After adjusting
in 2007/2008, cities with a hundred thousand
inhabitants had about 1.6 times higher tax
revenue per capita in comparison with the
smallest municipalities. From 2008 to 2012
there were four categories of municipalities by
population (excluding the jump effects):
= 0-300 inhabitants (coefficient of 1.0000);
= 301 to 5,000 inhabitants (coefficient of

1.0640);
= 5,001-30,000 inhabitants (coefficient of

1.3872);
= 30,001 or more inhabitants (coefficient of

1.7629).

An exception to these rules was formed in
the cities of Plzen, Ostrava, Brno (coefficient
2.5273) and Prague (coefficient 4.2098). A fifty
thousand or one hundred thousand threshold
with a significant jump did not exist anymore but
the bonification based on the coefficients was
still quite significant (at the time of its existence
until 2007 Olomouc and similarly sized cities
on the border of intervals took great care to
ensure that the number did not drop below
this level, respectively they wanted to avoid
separation of some of the parts). Regarding
the positive impacts, the smallest municipalities
had the largest increases in revenues from
shared taxes (population 300), thanks to the
newly introduced criterior of the total area of
municipality that favors municipalities with
low population density. The most unprofitable
municipalities were in the categories of 10 to 20
thousand inhabitants and in the category of 20
to 30 thousand inhabitants.

Finance

In 2011, an amendment to the budgetary
allocation of taxes was presented. It was
after the debate and subsequent parametric
adjustments adopted and published in the
Collection of Laws under No. 295/2012 Coll. as
a law amending Act No. 243/2000 Coll. on the
budgetary allocation of revenues from certain
taxes for municipal authorities and state funds
(Act on the budgetary allocation of taxes), as
amended, and Act No. 370/2011 Coll. amending
Act No. 235/2004 Coll., on value added tax,
as amended, and other related laws [44]. Tax
revenues are distributed based on the (weights):
criteria of cadastral municipalities (3%), the
sheer number of people in the community
(10%), multiple successive transitions (80%)
and the number of children attending schools
run by municipalities (7%). The Amendment Act
came into force on 1st January 2013.

The Current categories resulting from the
amendment of the Act (without the jump effects):
= 0-50 inhabitants (coefficient of 1.0000);
= 51t02,000 inhabitants (coefficient of 1.0700);

= 2 001-30,000 inhabitants (coefficient of
1.1523);

= 30,001 or more inhabitants (coefficient of
1.3663).

Praha (coefficient 4.0641), Plzen, Ostrava,
Brno (coefficient 2.2961)

Figure 1 graphically illustrates the change
(in %) of incomes of municipalities according
to their size from BAT since 2013 in regard
to the period up to 2008 so it is clear how
municipalities in the various categories of
population size bettered / worsened off. X-axis
is for clarity shown in a logarithmic scale. The
vertical lines represent the mentioned “jump
effect” abolished since 2008. Figure 2 shows
the same changes but between the periods
2008-2012 and since 2013. Both graphs are
based on the theoretical assumption that the
municipalities were given the same amount
of money (thus it captures changes resulting
from legislation, particularly changes in the
amount of conversion coefficients). Figure 2
also takes into account the fact that according
to the conversion coefficients only 80% of the
total funding is recalculated since 1st January
2013. The remaining 20% is the criterior of the
area of municipalities and the number of pupils
in primary schools, as mentioned above. The
factor of the area and number of pupils was
not possible to include in the calculation of the
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graph as these factors are independent of the
number of citizens of municipalities.

The amendment according to the results
of the model -calculation reinforces small
and medium size category of municipalities
compared to allocation of taxes under the
previous wording of the law on budgetary tax.
New conditions helped small municipalities
(about 300 inhabitants, up by 18%), and then
the municipalities of moderate size (maximum
approximately 5,000 inhabitants, an increase
of 17%) — generally speaking, all municipalities
with approximately 19 thousand inhabitants. On
the contrary larger municipality sized categories
(from 19 thousand inhabitants and more) were
worse off. The greatest loss is recorded in the
cities with hundred thousand inhabitants, where
there is a loss of about 13%. The Cities of Plzer,
Ostrava and Brno lose according to theoretical
calculations about 6%, then Prague with about
11% loss.

But when comparing the total tax revenues,
these changes don’t have to be apparent at
first glance because these changes can be
compensated thanks to the area of municipalities
and the number of pupils in primary schools
(which helps big cities).

Finance

6. The Impact of Funding Rules on
Municipal Policy and Territorial
Development (Example of Cities

Olomouc and Pardubice)

Looking at Table 2 the effects of changes in the
rules of BAT in municipalities in the suburban
area of Olomouc (definition according Haléas,
Roubinek, Kladivo) [12] and the city itself
are apparent. In the case of Olomouc there
was reduction of conversion constants by
0.3331. Though nominal value of shared
tax revenue for 2013 is higher (CZK 948.5
million) compared to 2012 (945.9), hundred-
thousand cities actually have less money at
their disposal (see chart. 2) due to the larger
volume of allocations, inflation, etc. Previously
criticized separate calculation for the largest
cities remained unchanged, confirming the
continuing large gap in income per capita in
Olomouc and Plzen that in fact are comparable
in hierarchical and spatial range of the Czech
Republic. According to the fig. 2 revenues of
Olomouc and Plzen declined but, paradoxically,
there was a deepening of differences between
cities with a hundred thousand inhabitants and
Plzen.

Tax revenues of per capita in Olomouc and selected (depending on size)
municipalities from surrounding area (part 1)

BAT until 2012-12-31 BAT since 2013-01-01
Number Murr\‘i:Iis:Iity ngr 2u I&t '8? Constant k taxsi:ifr:es pF:"g;;tea Constant k taxsirr‘\if:es pF:vceaan;tea
(in hundreds | (in thousands (in hundreds | (in thousands
CZK) CZK) CZK) CZK)
1 Olomouc 99,529 1.6332 945,938 9.5 1.3001 948,498 9.5
2 \I?{?/Iskt?ice 3,062 1.0577 19,510 6.4 1.0974 27,232 8.9
3 Velky Tynec 2,638 1.0567 17,350 6.6 1.0886 23,594 8.9
4 Grygov 1,468 1.0509 9,661 6.6 1.0676 12,118 8.3
5 Praslavice 1,363 1.0499 8,764 6.4 1.0674 11,026 8.1
6 Prikazy 1,229 1.0484 8,217 6.7 1.0672 10,420 8.5
7 _Ifl.(;iifl;ny_ 852 1.0415 5,513 6.5 1.0659 6,946 8.2
8 Blatec 622 1.0331 4,084 6.6 1.0644 5,220 8.4
9 Bukovany 600 1.0320 3,796 6.3 1.0642 4,739 7.9
10 Tovéf 581 1.0310 3,628 6.2 1.0640 4,538 7.8
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Tax revenues of per capita in Olomouc and selected (depending on size)
municipalities from surrounding area (part 2)

BAT until 2012-12-31 BAT since 2013-01-01
Number Mu?‘i;i‘?: iy :&p 2u I;: ng Constant k taxsir:\if:les p}:?vcznpl::a Constant k taxsirr‘!ifges pFler‘i:ear;:iI:a
(in hundreds | (in thousands (in hundreds | (in thousands
CZK) CZK) CZK) CZK)
1 Ustin 401 1.0161 2,601 6.5 1.0613 3,357 84
12 Svésedlice 190 1.0000 1,256 6.6 1.0516 1,521 8.0

Note: k is a constant, the resulting multiples are conversion by precise definitions of the regulations using the population
of the municipalities to 1st January 2012. BAT revenues for 2013 are theoretical assumption.

Source: Act No 295/2012 Coll., Act No. 243/2000 Coll. as amended by Act No. 377/2007 [43], [44], [47],
a new calculation of tax assignment for the Olomouc Region,
available at www http://www.kr-olomoucky.cz/rozpocet-olomouckeho-kraje-cl-105.html

As already mentioned, in connection with
the adoption of amendments to the rules of
BAT there was reduction in differences in per
capita incomes of cities and the municipalities
in their suburban areas. The latest state is
evident from table 2. In the case Olomouc and
some other cities with a hundred thousand
inhabitants some parts of the cities don’t
actually have (if they are organized by their
authorities) opportunity to intervene in the
city’s management and direction of future
development in the settlement unit. Although
there is such a possibility in the case of
Pardubice there are however appearing
some expressions of discontent. Individual
municipalities have, through their local councils,
more freedom in terms of management and
manage their own assets. In addition separate
municipalities benefited to some extent from
the recent amendments in the rules of BAT.
However, a separate municipality, on the other
hand, has a higher degree of responsibility.

In the case of many compact cities their
suburbs are, in fact, settlements of rural
character separated by built-up areas in the
administrative city limits. Individual municipalities
with a high degree of interaction with the city are
in fact morphologically very similar to the rural
parts of the city. Both groups show high rate of
suburbanization and links to their own compact
city, although suburban processes across the
administrative border city of Olomouc are more
intense [12]. Difference thus lies mainly in the
status of these settlements. It naturally has its
impacts, especially in the financing and also in
management. In this context (and due to recent

changes in the rules of BAT) it is meaningful to
compare the advantages and disadvantages
of the status of separate municipalities,
respectively city districts.

From the financial point of view, it seems
that for the settlements in the vicinity of compact
cities it is better (although less than before) to
be an integral part of the city (own research).
However, the question remains, what is the
actual amount of funds going from city treasury
to invest in specific urban areas. For cities
with multi-stage system of government it is
ascertainable (Pardubice), but for cities, which
are more or less controlled only the central town
hall, it is very difficult to find out (Olomouc).

a) Olomouc

The advantage for the city districts is, among
other things provision of waste collection, road
maintenance, public lighting, green areas, etc.
by technical services of the cities. These items
are for separate municipalities, a considerable
financial burden. Furthermore, the technical
and financial background of the city is an
indisputable advantage when implementing
specific projects (e.g. construction of sewers in
the city district Olomouc-Radikov, which cost 73
million CZK, implemented in 2006—2008, which
was paid by the city of Olomouc, would be for
Radikov as a separate municipality with a few
hundred inhabitants from their own budgets
very difficult to implement). The question is also
a success in obtaining grants from European
or other funds, where status of autonomous
municipality respectively the city district may
play a role.

144 | [EQVA 2015, xvi, 1



Within the city of Olomouc and its suburban
hinterland authors implemented a series
of structured interviews with local players,
especially the mayors and chairmen of the
commissions of the city district (CCD). Total
number of interviews and their structure was
as follows — 18 structured interviews with
mayors of municipalities in the suburban zone
(including two city parts outside of Olomouc
compact city) and two representatives of the
affected communities were managed. All
interviews were realized in the period from May
to July 2013, the biggest problem was to find the
intersection between free time of researchers
and respondents. During the realization of
interview did not appear any other problems,
because the respondents received research
questions in advance.

As part of this research, among others,
matters relating to the possibility of separation
from the city Olomouc or vice versa were
identified. Chairmen of CCD in general voted for
independence from Olomouc (They consider
that independent municipalities would be
better off both financially and through options
of self-government). But it's individual and it
would account only for the larger districts (e.g.
Chomoutov, Drozdin) with more than 1,000
inhabitants. In the case of smaller districts
(Radikov, Nedvézi) there would have to be
a joint activity of more of them to exceed the
limit one thousand. In general it can be said
that at present there is not any activity for the
separation in any of the city districts.

The mayors of municipalities in suburban
zones of Olomouc clearly prefer the
independence of their municipalities. An
example might be Bukovany where the mayor
contrasts his municipality with the neighboring
Drozdin (part of the city of Olomouc).the
Chairman of local CCD is allegedly unable
to enforce anything. He must deal with each
department of the Magistrate separately, has
no powers and doesn’t have any significant
financial resources. But for Drozdin it is an
unsolvable situation, because it is a road
junction with Svaty Kopecek (also part of town),
which will never be autonomous, because
they would not be able to finance all activities
related to tourism such as — ZOO etc. Striving
for independence of Drozdin therefore has no
sense because the city Olomouc would not be
territorially compact, which on the other hand
does not apply to all statutory cities.
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In addition, in some city districts objective
obstacles arise before efforts for the separation
(e.g. the above-mentioned drainage). In the
case of the city district Chomoutov there is
transport of sewage to the sewage treatment
plant in Olomouc. In the case of separation
there would be need to build its own sewage
treatment plant. In addition, there always has to
be a group of active people who would take the
initiative for the separation, which is a problem
in city districts, because there is no tradition of
representatives.

b) Pardubice

Unlike the above-mentioned system of municipal
government in the city of Olomouc, Pardubice
has decentralized municipal authorities and
there are so-called “small town halls.” Thanks
to last year's changes to the rules of BAT an
initiative of residents for separation arose and
it lead to the separation of a peripheral part of
the city, the circuit Pardubice VI, which includes
the local parts of Lany na Dulku, Opodinek,
Popkovice, Staré Civice and Svitkov. This
locality is situated in the eastern part of the city.
Within the city district preparatory committee
was set up in order to create a local referendum
on separation in September 2012. In this
context, website was launched [23]. It serves
as a platform for that initiative. Although the
authors of initiative for separation do not dispute
former benefits of integrating of municipalities
to the city of Pardubice (construction of water
mains, sewers, playgrounds, public transport
accessibility, winter and summer maintenance),
they point to the fact that in 2011 there was
removal of certain powers of the city districts,
cuts in funding maintenance and repair or that
local issues are not decided by the elected
representatives of the city district, but by
councilors from city Hall.

The main strengths of the forthcoming
separation are issues of self-government (there
aren’t enough people in the municipal council
living in the periphery of Pardubice VI), as well
as better access to services and the ability to
better influence the course of municipalities
by citizens. Furthermore it is a supposedly
better relationship between municipality and
its inhabitants (change of status of residence:
peripheral city district vs. single municipality). It
is important from a financial standpoint, that in
the case of Pardubice VI, the district does not
receive any funds from the city that it should
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have available as a separate municipality. The
budget of the city district finances repairs and
maintenance of roads, pavements and green.
Large investments (such as construction of
sewer system, reconstruction of roads, etc.) are
funded from the city budget. For this reason,
the city district every year calls for the allocation
of money for these investments almost every
quarter but in most cases unsuccessfully.

In addition, the city of Pardubice has no
rules for the allocation of investment that would
ensure balanced development of all parts of the
city. Priorities are therefore investment in the
city center and the quality of living conditions
rises in peripheral parts only very slowly [23]. In
the case of the separation the new community
would have (under the current rules BAT) after
the inclusion of tax and other revenues budget
of about 63 million CZK which, according
to calculations would covers the needs of
communities by a large margin, including the
costs of maintenance of existing public transport
connections, the cost of waste disposal,
lighting, summer and winter maintenance,
operation of educational facilities and municipal
police. The Population of the new municipality
would be about 5,500. Other benefits were
seen in matters of property tax, the possibility to
apply individually for grants and subsidies, the
possibility to act independently with large firms
and the possibility of their own rules within the
admission of children to kindergartens.

In the district of Pardubice VI the preparatory
committee had received a sufficient number
of votes required to hold a referendum (about
one fifth were for), but this will not take place
and the efforts on the separation has so far
been postponed. There are several reasons.
There is a rivalry between residents of the local
parts of the city district, its role allegedly played
argumentation of representatives of the city of
Pardubice. In addition, city officials want to leave
the future of the layout of the city for people to
decide. Members of the Preparatory Committee,
therefore, decided to wait for the results of
referendum, because if the current preparatory
committee announced a referendum that would
not end positively, the possibility of holding
a referendum on independence would be
postponed for the next two years.

Conclusion
Most of the cities with a hundred thousand
inhabitants in the Czech Republic include not

only their own “real” clearly graspable urban
space but also units of suburban and rural
character, morphologically separated from
typical urban development. These are largely
the municipalities integrated in 70s and 80s
of the 20th century in connection with the
central system of settlements. This definition
does not need to undergo criticism. Locations
lying in the discontinuous urban area of cities
have the option of alternatives: remain as
part of the city or separation if they deem it
convenient. Changes realized in the budgetary
allocation of taxes, which strengthened to some
extent smaller municipalities and the actual
malfunction of multi-stage control system
in some cities may play a role in the future.
Some civil initiatives have already appeared
(Pardubice). In addition, cities are no longer
motivated to overcome some limit at all costs
(for example hundred thousand inhabitants)
as the jump effects were removed and losses
in the order of several hundred inhabitants are
not that important in the case of separation of
some municipal districts. However, losses in the
order of several thousand people would affect
large cities significantly. It should be borne in
mind that although the city is losing part of the
funding it also saves because some mandatory
spending and investments in separated urban
areas (city districts) wouldn’t be needed.

To determine whether and to what extent the
new conditions of BAT valid from the beginning
of 2013 will affect the disintegration processes
related to towns and rural settlements will be
shown in the development in the coming years.
The results of structured interviews with mayors
of municipalities in the immediate hinterland
of cities with a hundred thousand inhabitants,
and representatives of non-autonomous city
districts show that it may be a significant
motivating factor. But there are several others
factors affecting these issues. For example the
tradition of local government in new potential
municipalities (interrupted by integration in
the second half of the 20th century), interest
of sufficient population (referendum on
separation), facilities of the relevant parts
of and theoretical minimum burden on the
budget of future independent municipality (e.qg.,
infrastructure projects, etc.), etc. The possibility
to manage its own budget, decision-making on
the development of the municipality or better
management are important motives but they
also bring many pitfalls. Among the arguments
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supporting the disintegration of parts of large
cities can be included an increase in financial
income of mainly small municipalities from BAT
and whether these potentially autonomous
municipalities count (or not count) with the
implementation of major investment projects.
These can make a significant burden for
individual municipalites and are often
realizable only in the larger city budget. Among
the arguments against the creation of new
municipalities we also count weaker awareness
of new BAT and its practical implications on
government municipalities.

On specific cases, such as the city of
Olomouc, as we have often mentioned, certain
disadvantages of central city management
with  minimal self-government tools can
be detected. These smaller municipalities,
respective association of their representatives,
commissioners, have the status of advisory
only, without the possibility to influence the
distribution of investments in the city and
lobbying for their part associated with the
potential development. Thinking about the
potential autonomy of city districts is often
a politically unsolvable question, although our
survey showed that is has support among the
general public.
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CHANGES IN THE FINANCING OF MUNICIPALITIES AND LOCAL
GOVERNMENTS OF SELECTED CITIES: POSSIBLE EFFECTS ON
DISINTEGRATION PROCESSES AND MUNICIPAL POLICY

Pavel Roubinek, Petr Kladivo, Marian Halas, Jaroslav Koutsky, Zdenék Opravil

There was significant reduction in number of municipalities in the Czech Republic in the era of
socialism. This is a consequence of the application of the central system of settlement, which
was based on Christaller’s theory of central places. In connection with the changes after 1989,
there was disintegration of such integrated communities and the situation has stabilized. Number of
small villages were renewed but cities with hundred thousand inhabitants (population of these cities
oscillates around hundred thousand inhabitants) did not experience such process. Due to this fact
the big cities in the Czech Republic are typical for their larger size because they also administrate
smaller residential units of rural character, often many kilometers from the city centers. These
administrative parts of the cities are managed in different ways. In connection with the manifestations
of suburbanization during the past twenty years, the transformation of the social structure of the
inhabitants in these “suburbs” and changes in rules of municipal budgetary allocation of taxes
(hereinafter BAT) there is the question of sustainability and stability of thus defined borders of
municipalities. The paper presents opinions on the development of financing system and attempts
to analyze the motives of the peripheral parts of selected cities with hundred thousand inhabitants
to remain part or separate from these cities. In connection with changes in the BAT made on 1st
January 2013, the financial motive can have an important role. The main aim of the paper will be
a comparison of the current financial income of these municipalities with previous periods in relation
to changes in the BAT and assess the impact of these changes on the potential disintegration
processes and municipal politics. Process of urban disintegration and creation of a new municipality
is not easy and is provided for in the legal system of the Czech Republic. The paper also gives an
overview of this legislation. Authors focus on the cities of Olomouc and Pardubice.

Key Words: Finance, municipalities, budgetary allocation of taxes, fiscal federalism.
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MEASURING CUSTOMER SATISFACTION
AND LOYALTY IN SPA COMPANIES

Eliska Vildova, David Martinc¢ik, Jan Tlu¢hor, Dagmar Jakubikova

Introduction

The question of customer satisfaction became
one of the central themes of marketing in the
late 1970s. One of the reasons was and has
been the growing importance of services with
a marked shift towards increasing quality.
This is evident in the development of selected
economic indicators, as well as by analyses
of the contribution of services. Present-
day customers are more informed, they are
becoming more emancipated and demanding,
and they want to receive first-rate services,
i.e. services that fully meet their requirements.
The needs and requirements of every tourism
participant change over time depending on
their health condition. Spa tourism represents
a special form of convalescence with emphasis
on health and preventive care.

The development of spa tourism is
preconditioned by the existence of natural
healing resources (i.e. natural healing waters,
gases, bog and climate) that affect the focus
of spa treatment. Grounded on the exploitation
of natural healing resources, spa treatment
is combined with medicamentous therapy,
diet therapy, and rehabilitation. Spa treatment
is aimed at disease prevention, health
improvement and, consequently, at reducing
the incapacity for work of the population.

As of June 2013, there were 37 spa
locations on the territory of the Czech Republic,
operated by 90 spa entrepreneurial entities
with the total number of 27,000 beds [4]. At
present, these spa companies offer a wide
portfolio of services — medical, therapeutic
and rehabilitation care, wellness services and
hotel accommodation. According to the Czech
law, no. 48/1997 medical rehabilitation care
(spa care) is provided as indispensable part of
medical (healing) process. The law divides two
types of medical rehabilitation care, which are
covered by public health insurance and has to

be allowed from inspection doctor of the health
insurance company: (1) comprehensive spa
medical rehabilitation care (further referred as
comprehensive spa care) and (2) contributory
spa rehabilitation care (further referred as
contributory spa care — treatment is covered
from public health insurance funds while
accommodation and boarding is paid by the
client). The main difference is in the level of
health insurance contribution to the cost of the
spa care. Historically this kind of spa care has
been typical and prevailing for most Czech spa
locations and it” s granted to Czech citizens only.
Beyond this system of spa care there are other
clients of spa companies, so called self-payers
(they are accepting the system of medical spa
care, but they finance their stay by themselves
or better to say not from the Czech public health
insurance system), Usually such spa care stays
are long-term stays (at least 14 days). We can
also find another groups of customers in spa
hotels — e.g. regular hotel guests (no use of spa
facilities), wellness guests (short stays, some
use of spa facilities and service).

This article focuses on such spa companies,
which are offering their services to a wide range
of domestic and foreign guests. Their sales
are no longer only dependent on stays within
the comprehensive and contributory spa care
segment. Nowadays, they are tourism-oriented
enterprises, which don’t focus on a single
target group. They are dealing with diverse
customer segments — domestic and foreign
and to foster their business success they need
to understand diversity or diversification, which
stem from the naturally present differences in
the human society. Communication is often
influenced by prejudice and individual cultural
differences, and when not understood properly,
the achievement of the desired business
success tends to be quite difficult. [6]

In 2012, the regulation of Department
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(Ministry) of Health of Czech Republic no.
267/2012 limited spa medical rehabilitation
care covered from public health insurance. For
example, in comparison to previous regulation
from 1997, the length of comprehensive spa
care has been limited from 28 to 21 paid days,
the length of contributory spa rehabilitation
care has been limited from 21 to 14 paid days,
some medical indications have been deleted
from the list of paid spa care etc. This change
affected Czech spa companies greatly. For
example, during the first 6 months of 2013,
there was a decrease in recommended spa
care by 37% compared to 2012. In the course
of 2012, spa care had already been gradually
limited in the light of the changes that were to
be introduced. If we look at a comparison with
2010, it is obvious that comprehensive spa
care experienced a 43% drop and contributory
spa care a 30% drop, compared to 2013. This
drop in spa care covered by public health
insurance is extreme. Most spa companies had
to undergo rapid changes in promotion, target
group orientation, and in general, they had to
change the product structure and service offer.
[1] Recently, The Constitutional Court of the
Czech Republic limited the legal force of the
Regulation no. 267/2012 to the end of 2014 and
an actualization of the law no. 48/1997 is being
prepared. This new regulation should partially
restore the situation valid before 2012.

Theimportance of balneology as a part of the
tourism industry is of considerable significance
for the Czech Republic. The tourism industry
GDP share was 2.7% in 2011. In the same year,
the number of people employed in the industry
amounted to 231,266, which represents 4.56%
of the total number of employees. The number
of guests staying at mass accommodation
tourist facilities amounted to 12.9 million in
2011, 706,838 of whom were accommodated
at spa facilities, i.e. 5% of all visitors. Measured
in bed nights (38,235,088 in all accommodation
facilities, 6,857,724 in spa facilities), the share
amounts to almost 18% [21]. Balneology is
therefore of vital importance for tourism in the
Czech Republic. The company under review
provides services in West Bohemia, namely in
the Region of Karlovy Vary. In 2011, the Region
of Karlovy Vary received 709,733 guests,
426,976 of whom were accommodated at spa
facilities. Spa guests make up approx. 60% of
the total number of visitors and they are thus of
substantial relevance for the region.

1. Customer Satisfaction and Loyalty
Building customer loyalty and fidelity has always
been a priority for balneology and it has become
one of the fundamental traits of present-day
modern marketing. Quality, customer services,
as well as other marketing activities form one
complex. Relationship marketing strives to
interconnect all these elements and to combine
them to achieve a synergic effect. Kotler and
Keller [15] see the relationship marketing as
a part of the holistic marketing concept, which
consists of four main components: relationship
marketing, integrated marketing, internal
marketing, and socially responsible marketing.
In times of intense global competition,
a customer-oriented business policy belongs
among the fundamental preconditions for
business success. “Customer relationship
management embraces employees, business
processes and IS/IT technology with the aim to
maximise customer loyalty and to consequently
increase the company’s profitability. It is
a part of corporate strategy and as such, it
becomes a part of corporate culture. In terms
of technology, it makes use of the potential and
the possibilities offered by the Internet more
increasingly.” [5, p. 18] Customer relationship
management (CRM) comprehends a process
ranging from customer acquisition (CCM -
Customer Creation Management) and retention
(CRM) to customer churn (CTM — Customer
Termination Management). One of the essential
objectives in business is to achieve customer
satisfaction at all levels. For the purposes of
this article, its authors focus only on the “gap”
between customer retention and customer
churn (Fig. 1). First step to customer retention is
their satisfaction with products of the company.

Although literature provides a general
definition of satisfaction, the authors of this
article believe that there are several levels of
satisfaction. The first level may be considered as
simple satisfaction. The second level represents
the willingness to recommend the product or
service to others (fidelity). The highest and
most valuable level is loyalty when the customer
willingly recommends the product or service to
others and returns. In this case lordache a Sirbu
[12] use the term customer enthusiasm. Kotler
and Keller [15] define satisfaction as ‘the level
of satisfaction of a customer’s expectations
that is linked to how the customer perceives
and values the purchased product”. The Czech
Technical Standard CSN EN ISO 9000:2006
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m Area of customer relationship management under review

CRM

CTM

Customer >

Former
customer

defines the term “as a customer’s opinion on
the level to which a business case fulfilled the
customers needs and expectations”. More
authors, e.g. Moon-Koo, Myeong-Cheol, Dong-
Heon [23], mention a definition of satisfaction by
Oliver: “Customer satisfaction generally means
customer reaction to the state of fulfiment,
and customer judgment of the fulfilled state.”
The same authors state that a high level of
satisfaction increases the level of loyalty and that
the main factor of satisfaction is the customer’s
own perception of the services quality. This view

Source: Own diagram according to Lehtinen [17]

is also supported by McDougall and Levesque
[19] who besides other industries monitored
restaurants as well. These definitions are
consistent with the Proposal of Spa Guest
Satisfaction Model provided in Fig. 2. This
proposed model shows some limits for guests
on comprehensive and contributory spa stays,
because some of their payments and their
return rate are to a certain point regulated.
An overview of loyalty definitions provide
Szczepariska and Gawron. [29]

m Proposal of Spa Guest Satisfaction Model

Accommodation

Treatment Leisure time

‘/A/ activities

Expected level

I

Perceived level

l No
| Customer satisfied? |—>{ Complaint

Boarding

Recommends
without returning

_—

Recommends and
returns (loyal customer)

o

Yes TPositive solution

A 4 A 4

Customer loyalty

Negative solution

Customer churn

/

Economic performance

Source: Own diagram according to Nenadal [24]
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Satisfaction is closely linked with
complaint (the customer’s dissatisfaction
with the rendered performance may lead to
a complaint). Momberger (in [2]) associates
complaint with the issue of quality and he puts
both these areas in the foreground. The authors
of this article deem that some definitions fail
to state that if the complaining customer is
satisfied (the complaint is resolved according
to the customer’s expectations), such customer
becomes loyal to the particular company
(see Fig. 2). Momberger's research shows
that a company may reacquire an unsatisfied
customer, provided, that it takes the customer’s
complaint seriously and attempts to resolve it
as soon as feasible. There is a tolerance zone
of complaint response, so called tolerance
field, between the expected and acceptable
response. If a standard acceptable response is
not achieved, there is dissatisfaction because
not even the minimum requirements of the
customer based on the complaint were met.
If the perceived complaint response is on
the acceptable response level, the customer
becomes disinterested or there is a low level
of satisfaction with the response. According to
Stauss ([9]), the following factors determine the
level of expectation and tolerance zone’s width:
understanding of the customer’s role, problem’s
relevance, perceived fault of the provider,
explicit and implicit promise, experience
with complaints, verbal communication, and
expected response to the complaint. As
mentioned in the introduction, differences may
exist within individual diversities. The Czechs
are generally denoted as frequent complainers,
yet they go over to a new provider only
exceptionally. The German customers who form
a significant section of the Czech spa guests
are fairly conservative. [11]

The issue of satisfaction also examine e.g.
Stauss and Seidel [28], Kozel [16], Meffert,
and Bruhn [20]. They focus on a comparison
of the benchmarks and actual perception.
The relationship between these two variables
stands in the foreground and their comparison
may result in three different situations: (1)
perceived level > expected level; (2) perceived
level = expected level; (3) perceived level <
expected level.

The perceived level means the current state
of the received service. Nonetheless, there is
a difference between objective and subjective
performance. While objective performance is the

same for all customers, subjective performance
is based on a variety of perceived effects that
may differ with each customer. The existence of
a large number of perceived performance levels
for one state is no exception. The expected
level expresses the customer’s expectations
in relation to the provided services. Literature
often mentions various benchmarks (e.g.
expectations, experience standards, or ideals).
While expectations mainly concern the expected
performance level, experience standards build
on the experience of customers with the same
or similar product or service. [14]

In addition, satisfaction may be viewed
from several perspectives: Economical
perspective: A customer makes a purchase
under conditions that are consistent with the
value of the service for the customer. One of the
possible approaches envisaged by Simova [27]
is the perception of value as a multidimensional
concept, comprising both functional and
affective dimensions. In this article, the
economical perspective of satisfaction will
be preferred. Psychological perspective: An
essential role is played by emotions. Vysekalova
[30] claims, “the conception, existence and
satisfaction of needs as the base of motivation
are intertwined with emotions, the satisfaction
of a need always carries a positive emotional
accent”. Sociological perspective: It examines
customer behaviour from the point of view of
the environment in which the customer lives
and the community with which the costumer
associates.

2. Selected Approaches to
Measurement of Customer

Satisfaction and Loyalty
With the growing significance of customer
satisfaction over the recent years, some
countries have introduced national customer
satisfaction indices (e.g. Switzerland -
Swiss Index of Customer Satisfaction). The
development of these indices is recorded in
an easy-to-understand way e.g. in Johnson et
al. [13]. This type of indices provides a more
in-depth understanding of the relationship
between the customer and the company with
the aim to acquire findings that would aid in
the planning and implementation of improved
company satisfaction programs. Each of these
models presents a uniform overview of customer
preferences in terms of the quality of products
and services. Although the Czech Republic has
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no established quality control system at present,
certain areas have been making use of specific
standards (e.g. gastronomy — HACCP system,
accommodation — uniform (non-compulsory)
classification of accommodation facilities, etc.).

The objective of this article is to examine
the customer satisfaction and loyalty index
at the company level. “The principle of
measuring customer satisfaction is based on
measuring overall (accumulated) satisfaction,
which is influenced by a wide range of partial,
satisfaction-oriented factors. These factors
need to be measurable and their significance
(weight) for the customer with respect to overall
satisfaction has to be known.”[16, p. 190] Today,
a variety of different methods and models
[7] may be utilised to ascertain the level of
customer satisfaction, such as Satisfaction Only
method, Gap analysis, Importance-Satisfaction
(I-S) model, Multiplicative approach, Customer
Satisfaction Index. For the purposes of this
article, the customer satisfaction index will be
calculated with the aid of the adapted formula
according to Foret [8]:

n
Lz v * Xy

CSI; =
J 42:’:1\/1']' (1)

CSIj — customer satisfaction index for the
customer j,

v, — weight of ™ measurable variable for j”
customer,

x, — value of /" measurable variable for
customer,

4 — relates to applied scale (1 to 4 scale),

n — number of measurable variables.

A term often mentioned in connection with
customer satisfaction is loyalty. It represents
a long-term process, a developing relationship
between the service provider and the customer.
A loyal customer is someone who becomes
emotionally attached to a brand or a company.
An important condition with respect to loyalty is
customer retention. As regards the relationship
between these two terms, we may say that
satisfaction is opinion-based, while loyalty is
a manifestation of consumer buying behaviour.
The level of loyalty may be measured with the
aid of the customer loyalty index. [18]

CLI=CSI*CRI * SRI @)
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CLI — customer loyalty index,

CSI — customer satisfaction index,

CRI - customer retention index,

SRI — spontaneous recommendation index
in relation to a company product or brand.

This index is in line for example with the
model used by Oh [25] who studied the link
between the perceived price, perceived quality,
perceptions and customer satisfaction and
the value which should then influence the
intention of repeated purchase and intention of
spontaneous recommendation (Ohreferstoitas
the Word-of-Mouth Communication intention).
Yunus, Bojei and Rashid [32] chose a similar
concept in studying the low-cost airlines’
customers’ loyalty. When the perceived services
quality is understood as an independent
variable implying the customer’s satisfaction
and subsequently also the customer loyalty.
This article deals with loyalty specifically in the
conditions of a spa enterprise, i.e.in the spa and
medical tourism, characterised mostly by older
clients who often repeat their visits. The cruise
tourism studied by Petrick [26] has a similar
customer characteristic. He also concluded that
the customer satisfaction influences their loyalty
and that the more loyal customers are more
profitable for the enterprise in the end. Loyalty
in the medical tourism industry was also studied
by Ho, Hsieh and Yu [10]. Mohajerani and
Miremadi [22] in their hotel industry research
also discovered a positive correlation between
the value perceived, customer satisfaction and
customer loyalty.

3. Research of Customer Satisfaction

and Loyalty in a Spa Company
The objective of the research was to examine
the possibilities of measuring loyalty and
satisfaction of customers in a spa company
based on comparably simple data collection.
Partial objectives are (1) to set (compute)
weights for different factors in customer
satisfaction index; (2) to compute customer
satisfaction index (CSI) and customer loyalty
index (CLI); (3) to compare CSI for different
customer segments; (4) to validate the set of
items used for data collection.

3.1 Research Methodology

Development of a questionnaire research was
the key to carrying out the study, or specifically
the selection of factors (items) influencing the
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quality within the framework of the individual
variables monitored: accommodation (U),
boarding (J), spa treatment (L) and leisure time
activities (K/S). The research took place in the
following steps.

3.1.1 Research Conducted among Other
Spa Companies
Sample questionnaires were collected and an
online review of the websites of the subject spa
companies was carried out. The objective of the
review was to determine what factors the other
spa companies focus on, what scales they use,
and how their questionnaires are structured.

3.1.2 Interviews with Spa Guests

Customer opinions are the most valuable
asset for any company. The authors have taken
advantage of the opportunity to establish direct
contact with customers in the form of focus
group. The outcome of these interviews was
the definition of factors and their items that
are important for measuring the satisfaction.
As mentioned in the introduction, the authors
view customer groups as various diversities
and thus the interviews differed depending on
their nationality with respect to the customer
structure of the spa company under review.
Ten groups (each approximately with 10
participants: five groups with German guests
and five groups with Czech guests) took part
in the focus group. Those guests stayed at least
one week in the spa company.

3.1.3 Interviews with Experts

From the point of view of the business managers
from the other spa companies, customer
satisfaction is important. Nonetheless, as
the present times are not very favourable to
balneology, everyone is more concerned about
“numbers” than customer opinions. Naturally,
inquiries among guests are conducted, yet
the processing of the collected data is not
ideal in many companies. The evaluations are
rather simplified and the companies do not
use any sophisticated model that would point
to problematic areas. Within these interviews
(n=10), the importance of the individual
variable studied (accommodation, boarding,
spa treatment and leisure time activities) in the
customer satisfaction evaluation for the spa
companies business managers was studied.
Stipulating the expert weights for the factors
in the CSI and verification of factors and items

important for satisfaction were the output of the
questioning. Each expert had to weight four
observed variables according to his perception,
in total each expert’s weights had to make up
100% in total. Experts’ weights were averaged
for each variable and mathematically rounded.

3.1.4 Composition of Questionnaire
Several key factors (items) were selected
based on the previous steps for each variable
(satisfaction determination factor) — see Fig.
2. The customers then evaluated 23 items on
the scale of one through four (excellent-good-
average-unsatisfactory). Factors represent the
price dimension, technical quality and functional
quality (mostly focusing on the staff attitude).
The authors worked with the extended marketing
services mix where the essential space is
dedicated to the price, people, physical evidence,
and process factors, as well as with the Grénroos’
approach ([3]). In addition to conventional hotel
accommodation, the questionnaire needed to
encompass the area of provided therapeutic
care (spa treatment) and leisure time activities.
The authors looked at satisfaction mainly from
the economic perspective.

The evaluation of the satisfaction/quality
of the 23 defined items (Tab. 1) was a key part
of the questionnaire. The ordinal data received
was transformed into nominal data 1-2-3-4
that may resemble school grades. We believe
the respondents understood it in a similar
way because it is the simplest interpretation.
A simple arithmetic mean was calculated from
the responses in the individual areas. We got
a vector of four values for each respondent,
representing his or her evaluation of the four
variables (factors).

The respondents were to evaluate their
individual preference in the next question.
They also filled in the importance (1 = the
least important, 5 = the most important) they
attach to the individual factors (U, J, L and
K/S). These customers’ preferences were then
used to establish the weights in the customer
satisfaction index (CSIl). The weight of the
specific factor was calculated as the proportion
of the value given to the factor and the total of
all of the values given. We will thus get a vector
of four values representing the weights for the
four areas, with their total equalling one.

The vector of the values of the factors is
multiplied scalarly by the weights vector, thus
receiving an index (scalar value) representing
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Questionnaire — factors and items of satisfaction

U - Accommodation

J - Boarding L - Spa treatment K/S - Leisure Time activities
Front Desk Room
U1 - Welcome Us - Clealnllness J1—-Menu quality | L1 - Medical examination K1 - Offer .Of outural events
and cleaning and excursions
u2 - Infqrmanon ué —_'I_'echmcal J2 — Menu variety | L2 - Procedures K2 - Qluahty and scope
upon arrival condition of provided information

U3 - Professionalism | U7 — Comfort J3 - Service

L3 - Equipment

K3 — Approach of personnel
of infocentre

U4 - Complaisance

and helpfulness J4 - Price

U8 - Price/quality

L4 - Hygiene

K4 — Opening hours
of infocentre

J5 — Atmosphere

L5 — Approach of personnel

S - Aguacentre

the given customer’s satisfaction. In the end the
index is aligned to norm so that its highest value
is 1 (the respondent answered all 23 questions
as “excellent”) and the lowest value 0 (all 23
questions were answered as “unsatisfactory”).
The index can also be understood as
a percentage fulfilment of the enterprise’s goal:
value 1 is a 100% satisfied customer etc.

It was necessary to add two more questions
into the questionnaire to allow the calculation
of CRI and SRl in order to calculate the loyalty
index (CLI):

CRI — Will you use the services of our hotel
during your next visit? (yes=1, no=0);

SRI — Will you recommend the services of
our hotel to others? (yes=1, no=0).

The customer loyalty index is then
calculated as the product of the customer
satisfaction index and two binary variables
(resp. CRI and SRI). The resulting value of the
loyalty index for individual customer can thus
be either the same as the satisfaction index, or
zero. It can be expected that the zero loyalty
index is tied to the visitors with a rather low
satisfaction index.

The last part of the questionnaire was
composed of answers to the segmentation
questions, which would allow monitoring CSlI,
CLlI for different company customers segments.
The segmentation criteria included gender,
type of stay, type of accommodation (hotel),
nationality, age and number of visits.

3.1.5 Questionnaire Survey
A draft questionnaire was prepared for a pilot

Source: own

survey conducted at three different spa companies
in 2011. Subsequently, the questionnaire was
modified according to the obtained results and
distributed in the company under review in the
years 2012 and 2013. The survey targeted
spa guests who had stayed at one of the spa
hotels operated by the spa company during this
period. The questionnaire is distributed upon
arrival at the reception and it is available to the
guests upon their request at any time during
their stay. In order to motivate the guests to
complete the form, it includes a competition
draw for a weekend stay. In total, we received
7,442 questionnaires, which is a relatively big
sample that allowed us to calculate the CSI
and CLI. This sample covers approximately
9% of all guests of the company. The sample
is proportional regarding the different types of
stays in the company as well as age structure
of the customers (compared to the basic
set, the total number of all customers in the
reviewed company). Nevertheless, the structure
of respondents regarding each hotel of the
company and the nationality of the guests is not
proportional, so those results have to be handled
with care. Yet, still the sizes of each observed
group of respondents are broad enough to
achieve applicable results. Validation of the
questionnaire is performed in the chapter 4.4.

4. Research Findings

In this chapter, you will find our main research
findings. All calculations have been made with
the Matlab software, which made it possible to
analyse the sample data in high detail.
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41 Customer Satisfaction Index -
Setting the Weights for Different

Factors
When calculating the customer satisfaction
and loyalty indices, the authors of this article
deal with the issue whether the different levels
of importance of the individual components
(factors) of the spa stay (spa treatment, boarding,

accommodation, leisure time activities) influence
the overall customer satisfaction/loyalty
calculations. One of the partial objectives is
to determine, which area and what factors are
important for the particular customer. Moreover,
whether a change in the level of satisfaction
with sub-areas could result in a change of the
overall satisfaction.

m Histogram (empirical density) of the CSl, index variance with use of computed

weights
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An important task was to define the method
of determining the weights of the examined
factors. The authors decided to inquire into
five methods of weight determination: (1) all
areas are equally important (for comparison
purpose); (2) individual guest opinions from the
questionnaire survey (there is a different CSI
for each customer); (3) average of the individual
guest opinions; (4) expert opinion (based
on interviews with experts — spa company
managers); (5) calculated weights (based on
the sample).

For the purpose of further calculations we
prefer to work with the whole set of calculated
CSIj at the same time rather than with selected

Source: own

descriptive  characteristics (e.g. average,
median, variance) only. This empirical function
of density, or histogram of absolute frequency,
is presented in Fig. 3.

Let us consider a questionnaire where the
respondents would not fill in the importance of
the individual areas and we would not thus have
individual weights of each respondent available.
In such case, we would have to use arbitrary
weights. The use of the so-called expert
weights seems to be suitable, i.e. weights set
up by experts with knowledge of the respective
industry. The expert weights were set up
based on interviews with the spa enterprises
managers as accommodation 0.25, boarding
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0.10, spa care 0.50, culture and sports 0.15. If
we replace the individual weights given by the
respondents with these weights, we can test
if the resulting function densities correspond
or not. According to Kolmogorov-Smirnov test
(0=0.05) we cannot reject the zero hypothesis
about the correspondence of these distributions,
so statistically both density functions come from
the same population. The expert weights thus
seem to be set up well and they do not influence
the resulting customer satisfaction index. The
P-value of the given test is close to the limit of
0.05, though. The same result came also from
Cramér-von-Mises two samples test. So we can
state that the distribution functions of CSI, for
weights set by experts and weights of individual
customers do not differ, a=0.05. This was proofed
also for all different segments we researched.
Instead of expert weights, there is the
option of trying to calculate such weights, which
would generate the density function as close as
possible to the empirical function from Fig. 3. All
possible combinations of weights with accuracy
of 0.01 (total of 167,002 combinations) were
tested for this purpose and the result with
the highest P-value of Kolmogorov-Smirnov
test was selected. The calculated weights of
accommodation 0.19, boarding 0.29, spa care
0.37, leisure time activiies 0.15 generate
the customer satisfaction index distribution,
which seems to best resemble the empirical
density function of this index (see Fig. 3).
It is therefore obvious that the “expert
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weights” significantly underestimate the
importance of boarding and overestimate
the spa treatment importance on the
other hand. These data suggest that the spa
company managers neglect boarding and
primarily focus on the therapeutic services and
accommodation. It can be explained in such
a way that the customers consider the spa care
and the treatment related to it as a “matter-
of-fact”, and on the other hand, they want to
“enjoy” the hospitality services. Let us add for
completeness that if we use equal weights
(U-0.25,J - 0.25, L — 0.25, K/S — 0.25) the
result of Kolmogorov-Smirnov test will have
P-value 0.00003. Therefore, these weights
generate completely different distribution in the
customer satisfaction index than the empirical
distribution. We may therefore conclude that
when determining the spa guest CSI, the
same importance cannot be assigned to all
examined areas.

The last possible way of deciding the
weights is the utilization of the individual
respondents’ weights average.

From the point of view of future prosperity
of the spa enterprise, it is important to have
an overview of the customers’ preferences
according to the different types of stay and the
number of stays in the past. It is obvious from
Tab. 2 that we find differences in the areas of
importance of individual factors influencing
satisfaction between the individual segments.

Computed weights of examined factors for different segments

Type of stay/number of stays n Computed weights (U-J-L-K/S)
spa — comprehensive 992 0.26-0.27-0.35-0.12
spa — contributory 284 0.17-0.26-0.39-0.18
spa — self-payers 4,430 0.17-0.35-0.33-0.15

wellness 1,161 0.27-0.27-0.34-0.12
hotel 672 0.26-0.29-0.31-0.14
first stay 3,505 0.23-0.25-0.38-0.14
2x — 5x 2,301 0.17-0.23-0.41-0.19
6x — 10x 1,014 0.2-0.31-0.34-0.15
10+ 795 0.3-0.32-0.28-0.1

Source: own
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The most numerous group of visitors from the
point of view of stay, i.e. the self-paying clients, put
the greatest emphasis on boarding (the weight
of boarding is 0.35). Therefore, we can see the
largest opportunity for improving the satisfaction
index here. This is also confirmed by the increase
in the weight of boarding for the visitors who have
gone through five or more visits, along with the
decrease of the spa treatment’s importance. With
the repetition of the stay the customers seem
to put greater emphasis on other factors (they
consider the rest as “met”).

To conclude, we can state that the
management of a spa company might choose
the weights of experts, the computed weights
or the averaged individual weights for their
computation of CSl and further for CLI. However,
it is important to choose one set of weights and
use it in the long term so that the computed
values stay comparable. It seems evident once

again that the management of spa companies
underestimates the importance of boarding and
overestimates the importance of spa facilities
for customer satisfaction. This does not say that
spa facilities are not important. More likely, it
means that customers are anticipating that spa
facilities in a spa company are on a very high
level so they put more emphasis on boarding
(catering) in their decision process than
expected.

4.2 Computed CSl and CLI

Although the difference between CSI a CLI
computed with help of different weights (see Tab.
3) is not extreme, statistical differences were
proofed. Overall the average difference between
CSl and CLI is from 2 to 4% (CLI is always
lower). It seems to be helpful to confront the
results of the customer satisfaction index and the
customer loyalty index. (see Fig. 4 and Tab. 4).

Computed overall CSl and CLI for different weights

Index / Weights Individual Equal Expert Computed
CSlI 86.52% 85.92% 86.87% 86.54%
CLI 83.82% 83.23% 84.07% 83.85%
Source: own

m Comparison between empirical density function of CSl and CLI=0
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The above clearly shows that spa
companies should pay detailed attention to
the acquired data and they should adjust their
business plans according to the analysis results.
We investigated the share of the customers with
a zero CLI as well as the CSI value for such
customers (they should have lower CSI values)
based on these results. It seems to be obvious
that high CSI level does not necessarily mean
high level of CLI. The share of the customers
with zero loyalty indices is important for the
company. The overall share of such customers
is 0.0462, i.e. just below 5%. This share, by
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different segments, is presented in Tab. 4.
The decreasing share of zero value in the
satisfaction index with the increasing number of
visits can be evaluated positively. The company
is able to maintain the loyalty of its customers.
On the other hand, it is obvious and logical as
well that the hotel-stay clients are the least loyal
as well as the guests who visited the company
for the first time. One possible explanation is
that the customers look up another destination
for their next stay even in the case of complete
satisfaction. This is called variety seeking
behaviour — e.g. Horbel and Woratschek [31].

Shares of CLIi=0 for different segments

Type of stay/number of stays n Share of CLI1=0
spa — comprehensive 992 0.0441
spa — contributory 284 0.0286
spa — self-payers 4,430 0.0413
hotel 672 0.0396
wellness 1,161 0.0758
first visit 3,505 0.0645
2x — 5x 2,301 0.0358
6x — 10x 1,014 0.0282
10+ 795 0.0288
Czech 4,716 0.0411
German 2,965 0.0537
Source: own

4.3 Computed CSlI for different
segments — ANOVA

As mentioned in the questionnaire we used
several segmentation questions (e.g. type of
visit, different hotels, nationality) which allow
us to compute CSI for different segments and
compare their values and distribution functions.
The average values of CSl and CLI seemed to
be different, so we proofed them with ANOVA
analysis and confirmed that they are not equal
for a=0.05 (Fig. 5).

It seems to make sense — from the
manager’s point of view — to compare CSI for
different segments separately. For our sample,
the following implications were found:

The guests give different evaluation
according to their nationality — the Czechs are
more positive and satisfied than Germans (by

about 10%). The reasons can be seen especially
in the stay type (the Czech guests come usually
to stays paid by the health insurance company,
the German guests usually pay for the whole
stay themselves so their expectations are
higher); and in the number of repeated stays
(the German clients come repeatedly and they
know what they should expect so the tolerance
field narrows down). The guests evaluate
individual hotels in a different way but two
groups can be established (3* hotels and 4*
hotels). Some differences can be found in the
evaluation based on age. The greatest demands
are presented by guests over 66 years of age.
This might be caused by the fact that they place
significant emphasis on their health, they know
what they want and what they should expect and
their tolerance field is quite narrow. The guests
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m CSi for different segments ANOVA

T

all data
Czech
German
hotel 3* -
hotel 3*
hotel 3*
hotel 3* -
hotel 4*
age 46-65
age 65+

%

%

first time -

2-4 times

5-10 times

10+ times
comprehensive -

contibutory
self-payers -
holel -

|

wellness

_e eod

|
0.8 0.82 0.84

|
0.86
Estimation of CSI mean

1
0.88 0.9 0.92 0.94

aged 46-65 who begin to experience some
health problems in their productive age and
any improvement of their health (even though
it may not be significant) somehow increases
their satisfaction, or widens their tolerance field.
The other age groups evaluate in a similar way.

The narrowest satisfaction tolerance field
(and thus the lowest CSI) is seen in the guest
groups, who keep returning to the spa facility
— again they have a clear idea and they know
what to expect and they want to get it. The other
groups (up to 4 visits) evaluate in a similar way.
There are significant differences within the
individual types of stay. This is caused by the
fact that the spa establishments focus usually
on provision of treatment stays so wellness
stays guests, accompanying persons or hotel
accommodation guests do not show such
a level of satisfaction as the other guests. On the
opposite end are the guests whose stay is the

Source: own

health insurance covers. The self-paying guests
are in the average CSl values — they know what
they order for their money and expect to get it —
they are realists.

4.4 Validation of the Questionnaire

Besides the processing of the data acquired
through the questionnaire survey, it is also
necessary to carry out a “check” in the sense
of reliability and validity. We will use the
results of the correlation table, factors analysis
and Cronbach’s alpha for this purpose. The
correlation table of answers to the individual
questions is presented in Fig. 6. It is coloured
so that the correlation coefficient equalling 1 is
represented by the number 100 and the black
colour, while the correlation coefficient equalling
0 is represented by 0 and the white colour. No

correlation coefficient was negative.
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m Correlation matrix for individual items of satisfaction

U1 CORCERNCHINGES 29 26 27 21 27 256 25
u2 (RIJCEREN 31 29 29 22 26 25 25
U3 glUOCN 31 31 33 25 31 28 28

u4
us
ue
u7
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J1
J2
J3
J4
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L1
L2
L3
L4
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K1
K2
K3

(] 31 26 26 20 29

pall 82 100 60 ¥
60 100 %)

34 32 29 I

17
17
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30 8
28 11
33 10

10 15
16

18

11
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18 36 22 ;

Some “darker squares” can be identified in
the figure, representing the higher correlation
coefficients between the given items. The first
such square is U1-U4, the second one is J1-J5,
the third L1-L5 and the fourth K1-S. The value
of the correlation coefficient in the first square
is about 0.6, in the second one also about 0.6
(except question J4 — price), in the third it is
between 0.7 and 0.8, and finally in the fourth
one it is significantly lower, but still about 0.5
(except item S — aquacentre). It seems, from
this point of view, that the questionnaire has
been correctly structured into the individual
factors (variables). The low correlation between
the answers to the individual question in the
sub-area “Room” show possible issues in
accommodation, where some services lag
behind others, e.g. cleanliness and cleaning.

Afactors analysis (Fig. 7, Tab. 5) by individual
areas (and sub-areas) of the questionnaire was
carried out, too. The goal of the analysis was to
find latent factors and use them for identification

K415 17 16 16 16 13 15 17 21 21 20 24 22 25 24 27 26 23
S|15 17 /201 15 13 12 13 14 21019 14 B 17 13 15 17 17
U1 U2 U3 U4 US UB U7 U8 J1 J2 J3 J4 J5 L1 L2 L3 L4 L5 K1 K2 K3 K4 S
Source: own

of the questions, which are “duplicated” in the
questionnaire. We found solutions for two
factors in three areas of the questionnaire (Tab.
5). In Fig. 7 we illustrate the areas of Boarding
and Spa Care.

From the point of view of degrees of
freedom, it is not possible to achieve a model
with more than two factors from five questions.
All three above-mentioned models have a low
test P-value though and we therefore reject
the zero hypothesis about the existence of two
factors. Nevertheless, we can still try to interpret
the results obtained. The first step is naming the
latent factors. It is obvious from the graphs that
the questions J1 and J2 in the area of Boarding
are closest to each other. They relate to the
quality and variety of meals. We can see a big
loading with the first latent factor and low loading
with the second factor on them. In addition, the
specific variance of both questions is relatively
low. We can therefore recommend that these
two questions are replaced with one and the
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Factor analysis for Boarding and Spa Care

Boarding Spa G

Component 2

T2 i 02 04 06 08 1 e - 0 02 0.4 06 08 1 1.2
Component 1 Component 1

Source: own

Factor analysis — boarding, spa care, leisure time activities

Area Boarding (J) Spa care (L) Leisure time activities
(K/S)
P-value 0.0016 3.9729¢-029 1.1594e-005
Name of the first component Environment the spa care Level of information
" Meals ) o . . .

(first latent factor) is provided in and information provision
Name of the second component Environment in which The spa treatmentl -

) procedures and medical Activities themselves
(second latent factor) is eaten

procedures
0.7343 -0.0298 -0.0685 0.3832 0.1817 0.8076
Factor loadings matrix for the 0.9852 -0.1253 -0.1761 0.9454 0.5932 0.3238
individual questions in the 0.3669 0.2768 0.4182 0.3618 0.5440 0.1415
CEz e 0.1402 0.3607 1.0892 -0.1292 0.6184 -0.0585
-0.1462 1.0528 0.2513 0.4483 0.3645 -0.1217

0.4897 0.889 0.1184

0.1819 0.3312 0.2864
Specific Variances 0.6505 0.4615 0.5812

0.7815 0.0133 0.6625

0.0798 0.5626 0.9117
Cronbach’s alpha for area 0.7395 0.7392 0.7372

0.7395 0.7392 0.7371

0.7395 0.73%4 0.7372
Cronl_aach S alpt_ia after leaving 0.7395 0.7392 0.7371
the given question out

0.7395 0.7392 0.7371

0.7395 0.73% 0.7373

Source: own
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vacant spot in the questionnaire can be filled
with another price-related question that seem
to be problematic, or a question regarding the
waiting staff where the company can relatively
easily change the quality. The Tab. 5 also depicts
Cronbach’s alpha for both the whole area and
its value always after leaving out one question.
Cronbach’s alpha is for all questions within
the values considered “adequate” and thus it
confirms the previous result where leaving out
one of the questions, J1 or J2, will not change
the reliability of the questionnaire in the area of
boarding.

Let us add, for completeness, that even
though we were not able to find a suitable factor
analysis model of the area of Accommodation
nor its individual sub-areas, the reliability of this
area/subarea is better than in the other areas
(Cronbach’s alpha is 0.8357 for the sub-area
of Reception, 0.7537 for the sub-area of Room
and 0.8359 for the whole Accommodation
area which is considered a very good value).
The validity of the questionnaire could be
computed also for different customer segments
individually, but this is out of scope of this paper.
However, we recommend running this in the
spa company.

Evaluation and Conclusion

Doing business in the spa sector is specific. The
companies are influenced by the legislature
about public health insurance, which is
nowadays very volatile in the Czech Republic.
However, the market effectiveness of the
enterprise cannot be assessed only by the final
market results. One of the important indicators
for the company management are the customer
satisfaction and loyalty indices. Especially the
level of loyalty can be understood as a type of
future business results prediction.

The main benefit of this research for the
company should be a deeper and better
identification of the customers, the knowledge
of the critical points in the process of services
provided and their subsequent optimization
in such a way as to avoid economic loss. The
importance for the company comes mostly
in the area of stabilization of the customer
relationship and their further development.
Economic significance can be seen within the
marketing and business activities — a satisfied
and returning customer who will share his or
her positive (as well as negative) experience
with other people in their social environment

Marketing & Trade

(word of mouth) is the best advertisement
for the least money. Nevertheless, our article
showed that sometimes the marketing experts’
beliefs are different from customer expectations.
The results of the computations showed, that
even a small difference in total number (value
of index) could be statistically significant
and have important marketing and business
consequences.

The results suggest that the guests of the
spa company under review are satisfied and
loyal (the value of the calculated indices always
exceeds 80%). The research was carried
out only in one spa company and under the
conditions prevailing in the Czech Republic
(they might differ from other EU countries).
However, the results show significant
differences in satisfaction of different customer
segments, e.g. Germans are less satisfied than
Czechs are, self-payers are less satisfied than
those guests on a stay, which is at least partially
covered by public health insurance. Still the
proposed model of spa guest satisfaction needs
to be examined and tested for further use in
other companies.

Following an in-depth examination, the
authors of this article arrived at the conclusion
that the questionnaires in use (or the data
gathered) should be segmented at least
according to the specific spa hotel and type
of stay. The authors deem that categorisation
into spa treatment and other stays would be
sufficient since each of these groups has
different priorities, interests and preferences.
Nonetheless, such verification goes beyond
the objectives of this article and the authors
therefore recommend a more detailed
research of the individual factors and their
interrelationships.

The authors were nevertheless able to
discover possible and suitable weights for
the CSI (and CLI) calculation. The developed
questionnaire seems to establish the spa
company customers’ satisfaction level in
a consistent way. The premise that the spa
facilities customers are rather diverse and
their satisfaction differs in relation to their
nationality, type of stay, age structure or
repeated visits was met. The resulting values
of the CSI and CLI — regardless of the way of
establishing the weights — are high. However,
it is obvious from the computed outputs that
mere comparison of the resulting CSI and CLI
is not adequate for effective management of
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the customers’ relationships, and that even the
small differences in the resulting values can be
statistically significant.

It is obvious that even with the use of
a rather simply structured data we can obtain
essential information about the customers and
their satisfaction and loyalty. This knowledge
then contributes to setting up a suitable long-
term work system with the customers and
their repeated visits. We proofed, that even an
easy questionnaire brings useful information
for business decisions and can disprove some
management assumptions.

The paper was elaborated in connection with
solution of the research projects of the Faculty
of Economics, University of West Bohemia, No.
SGS-2014-047 and No. SGS-2013-063.
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MEASURING CUSTOMER SATISFACTION AND LOYALTY IN SPA COMPANIES
Eliska Vildova, David Martinéik, Jan Tlu¢hof, Dagmar Jakubikova

The importance of balneology for the economy of the Czech Republic has always been crucial. At
a time of an unstable political environment as well as turbulent legislative and other changes, there
is nothing more important than to ensure that spa guests are satisfied and that they return. Building
customer loyalty and fidelity is a priority and today, it is one of the vital characteristics of modern
marketing. A customer-oriented policy may become one of the keys to business success. The
centre point of the issue under review is the difference between the expected and perceived level
and its positioning in the tolerance zone of a particular customer. The main objective of the research
is to examine the possibilities of measuring loyalty and satisfaction of customers in a spa company
based on comparably simple data collection. The secondary objective is to point out the specific
nature of providing spa services along with the factors that substantially influence the overall result
of satisfaction and loyalty. The research results showed that managers and customers perceive
the importance of satisfaction factors differently: customers put more stress on boarding than
expected. As well as differences in levels of customer satisfaction and loyalty indices were proofed
for different segments of customers. Therefore, the Czechs are in general more satisfied than
Germans. Customers who come more often tend to be less satisfied. The guests, whose stay is at
least partially covered by public health insurance, are more satisfied than self-paying customers.
In general, it seems to be possible to obtain essential information about the customers and their
satisfaction and loyalty from rather simply structured data gained with an easy questionnaire.

Key Words: Customer, health care, loyalty, satisfaction, spa care.
JEL Classification: M31, 111.
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CZECH WINE CONSUMERS: MATURING WITH

AGE?

John R. Anchor, Tereza Lacinova

Introduction

Wine is a complex beverage which varies in
taste, in categories and in quality measures.
These factors may influence consumers’
preferences. The most important factor is
probably taste, although consumers usually
cannot taste wine before a purchase and so
other factors are important in the decision
making process [5]. The motivation for wine
drinking is important as well. Knowledge of
situations connected with wine consumption,
of what role wine plays in consumers'’ lifestyles
and of other important motivations helps to
understand the purchase decision.

There have been number of studies of
the behaviour of wine drinkers [7], [8], [9],
[10], [11], [32], [33], [34], [41]. The markets of
Australasia, the USA and Europe have been
studied in relation to consumer behaviour
and the segmentation of wine consumers [7],
[8], [9], [10], [11], [32], [33], [34], [41]. It has
been noted that consumption patterns in the
food and beverage sector are influenced by
cultural factors [47]. However there has been no
dedicated study in the Czech Republic. It would
be interesting to see, therefore, whether or not
consumer behaviour is different in this post-
communist transition economy [2], [49].

The history of Czech wine growing goes
back to the 3 century, and although the 20"
century saw a decline in consumption and in the
number of wineries, the last twenty years have
seen a rebirth of the Czech wine industry [17].
The consumption of wine accounted for 11% of
the volume of alcoholic beverages consumed in
the Czech Republic in 2010, while the average
consumption was 19.4 litres of wine per person
per year [13]. These numbers are growing
slowly, possibly because of growing knowledge
about wine and a decrease in prices caused
by international competition [16]. The Czech
Republic is a net importer of wine, importing

more than half of its consumption, although
the consumption of local wines has grown with
time. The main competitor to wine in the Czech
Republic, as an alcoholic drink, is beer. Beer
is very popular in the Czech Republic, and its
consumption accounted for 85% of the volume
of alcoholic beverages consumed in the Czech
Republic in 2010, although the consumption
has been decreasing slowly in since 2005 [13],
[30].

Although  there have been major
developments in the techniques for growing
wine in the past few decades, there has been
no major developments in the marketing of
it [16], [41]. The wine industry seems to be
struggling to find a way to become more market
oriented and remains production-oriented. The
wine market has long traditions; therefore it
cannot be described as an innovative sector
and it is agriculturally-based [9]. The problem
lies in the mass-marketing strategy adopted by
wine producers because wine is more part of
a lifestyle than just an everyday product [34].

The main objective of this study is to
identify the most important motivations for
Czech consumers to drink wine and the factors
involved in wine purchase since no study
of this kind of Czech consumers has been
undertaken. As wine consumption is growing in
importance in the Czech Republic, especially
in the south-eastern region of Moravia,
knowledge of consumers is pivotal. The main
focus of this study is to find out if there are any
differences between genders and age groups,
as basic segmentation factors, in relation to the
consumption of wine in the Czech Repubilic.

1. Literature Review

The purchase process for wine is complex, since
it has many dimensions which can influence
decision making. There are not only thousands
of brands and products, but numerous wine
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styles, grape varieties, vintages, labels and
wine regions. In addition, price plays a very
important role in the decision making process
[40], [29], [44], [45].

Wine is the “combination of a noble grape,
the creative artistry of the winemaker and
the tradition of the package” [51]. The core
benefit expresses the reason why consumers
may prefer wine to other alcoholic beverages
and in this paper this is referred to as “the
motivation to drink wine”. These motivations
are made tangible by using consumers’ senses
of sight, touch and smell, while presenting the
advantages of the product, by for example
using a unique design, controlling the quality
of packaging or/and displaying the provenance,
brand, grape variety and other factors on the
bottle or in the information material.

Intangible factors, such as price, outlets where
the wines are sold, or image, are used to gain
competitive advantage using differentiation [51].

The importance of each of these factors
has been explored in several studies of the
Australian and New Zealand wine markets
[12], [40], [55], [9], as well as the US wine
market [41], [26]. In Europe, there have been
consumer-oriented segmentation studies of the
Swiss and Irish wine markets [7], [21].

The main approach to studying wine buying
behaviour seems to be market segmentation.
The authors of the various studies have tried
to create segments of wine consumers based
on different factors — for example lifestyle —
which influence wine consumption [8], [29], [9].
Lifestyle is a set of values and is defined as:
“patterns in which people live and spend time
and money” [6]. All of the studies concerning
lifestyle factors have proved the importance
of them, as wine is a cultural beverage with
a long history. There are social and cultural
factors associated with drinking wine, which
differentiate this product from many other
alcoholic beverages with a shorter history.

Consumers can be segmented according to
their involvement in purchase and consumption,
which is generally characterized as the level of
interest in an object or activity. It can be divided
into product involvement, brand decision
involvement and purchasing involvement [35].
A product involved consumer pays a lot of
attention to buying a certain product; for example
wine. When consumers are highly involved
in selecting a certain brand, the behaviour
is called ‘brand purchasing involvement’ and

a consumer who is interested in purchase itself
is ‘purchasing involved’ [7]. Consumers are
often ‘product involved’ in the wine market, as
it can be complicated to choose wine because
of the existence of a large number of types and
brands; and it is often important for consumers
to choose the “right” wine, especially when
buying it as a gift. Given the large number of
brands, types and flavours, brand purchasing
involvement might not be so common when
buying wine [15], [35].

Purchasing involvement is an important
factor in the wine market. Many wine consumers
actually enjoy the journey of choosing and
buying wine and the experience gained from it,
as well as the product itself [41], [24]. The level
at which involvement influences the purchase
decision has been studied extensively [35],
[33], [27].

One of the most important types of
segmentation of wine consumers is that which
is based on the benefits from and the motives
for purchase [7]. Dubow’s segmentation study
pays attention to the internal motives for the
consumption of wine such as: “I like the taste”
or “to be stylish”, while dividing consumers
into five groups. To the first of them belong
consumers who drank wine for the wine itself
(because they like it). The second group drank
wine to feel good and enjoy leisure time. The
third group drank wine because they “wanted
something light, natural and healthy” [7], [18].
To the fourth group belonged consumers who
drank wine to be more friendly and sociable and
consumers in the fifth group were characterized
by the need to be stylish and distinctive.

The identification of consumers’ segments
is a very important thing for the wine market,
as it allows the marketer to focus the
campaign on certain segments which cause
the campaign to have a greater effect than
a non-specified and non-targeted global
campaign. Although segmentation seems to
be very important, researchers seem to forget
another very important field of wine consumer
behaviour — the search for the determinants
of wine consumption [8]. Looking for these
determinants can show the marketer which
factor in his campaign is the most important. He
can also focus his campaign on the groups with
the biggest consumption.

Previous studies have often focused on
finding out demographic facts about consumers
— for example the fact that consumption grows
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with age [12]. However lifestyle determinants
have been studied less extensively [8].
Considering all these factors and putting
them together to reach the final decision might
incorporate a certain amount of risk and make
a consumer feel insecure, uncomfortable and
sceptical and may aggravate his decision by
adding pressure to the situation [40], [37]. The
perceived amount of risk grows with the level
of formality of the situation the wine is bought
for. As wine usually cannot be tasted before
purchase, the consumer tends to lower the risk
by focusing on the elements which he can be
most sure about. The risk-reduction strategies
can be summarized as follows: the consumer
can choose one of the brands he knows already
and can be sure of its quality (1); he can decide
according to the recommendations of family or
friends (2); he can buy what the salesperson
recommends to him (3); he can use his own
knowledge of wine (4); he can consider price as
a value growing with quality (5); or he can decide
according to the packaging and label (6) [3].

1.1 Demographic Determinants of

Wine Consumption
The demographic determinants of wine
purchase are the key factors of segmentation, as
they lead to the most straightforward separation
of groups which have a high probability of
having a lot in common.

1.1.1 Gender

Gender may impact upon wine consumption
in a number of ways. According to the Wine
Market Council [54], for instance, 77% of
women in the USA regularly buy wine for their
households. Research in Australia found that
men had slightly greater consumption than
women [10]. Research in the US wine market
showed that 56% of all wine consumers were
women [54] which might reflect the fact that
wine is “generally perceived as a “feminine’
beverage’ [50]. Australian studies prove that the
strongest gender differences are in the volume
of wine consumed, grape variety and wine style
[10], [11]. According to a UK study, women have
strong preferences for white wine since only
34% of them prefer red wine compared to 48%
who prefer white wine [12]. These observations
are supported by Australian results, which
found that men are much less likely than
women to drink white and sparkling wines [25].
Although there are clear gender differences

”
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in terms of colour related preferences in wine
consumption, Robinson [46] argues that women
(and men] are too heterogeneous a group to
make generalizations about in this context.

1.1.2 Age

According to Lockshin et al. [35], wine
consumption tends to grow with age. This can
be explained by the fact that wine is a beverage
with a complex taste and it takes some time
for consumers to get used to it and to start
recognizing the various flavours and styles.
When a consumer gets used to the taste and
becomes more aware of what to expect from
certain kinds of wine, he can be more relaxed
and buying is not so time consuming for him
anymore, which can boost consumption [35].

Bruwer, Saliba and Miller [12] found out
that another significant difference between age
groups is the extent to which they pay attention
to salespeople and waiters in the restaurant.
Younger generations require a greater level
of advice about wine purchase than older
generations, which can be explained by the
fact that knowledge about wine is gained with
experience.

Wine marketers have recently taken
age differences into consideration [12] while
researching the differences in the volume of
consumption between generations X and Y and
their consuming situations [20]. According to
Bruwer, Li and Reid [9], marketers should focus
on consumers before the age of twenty in order
to teach them to drink wine in the years when
they form their consumption habits.

Hall, Binney and O’Mahony [23] conducted
research on Australian wine consumers,
focusing on some of their motivations to drink
wine and the factors which are important in
purchasing wine. They divided consumers
into three age groups, while looking at the
differences in their behaviour. They found that
the factor ‘Wine and Food Matching’ (consisting
of wine region, grape variety and matching wine
with food) was least important to the youngest
age group, while other factors like ‘Price and
Value’ (price, discounts, value and value for
money) and ‘Product Attribute’ (taste, type
of wine) did not show significant differences
between the age groups. Younger age groups
showed higher preferences for sampling and
seeking advice, while older consumers cared
more about the quality of wine than the younger
ones.
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1.1.3 Knowledge

Johnson and Bastian [28] conducted a study
looking at the impact of the level of expertise
(knowledge) in the wine field on consumption
and spending on wine. Two tests were run —
a sensory and a knowledge test, which found
that there was a positive correlation between
the level of expertise and the amount of wine
consumed. Greater expertise was correlated
also with higher spending on wine.

A question of causality arises — it is not
clear if consumers drink more wine because
they know more about it, or if they know about it
more because they drink more of it [8].

Knowledge is usually related to age as
well, as complexity of wine knowledge causes
learning to take some time. As wine knowledge
is usually gained as a leisure activity (“hobby”),
a positive correlation between age and
knowledge can be assumed.

1.2 Lifestyle Determinants of Wine

Purchase

Lifestyle determinants describe consumers
backgrounds and their motivations for drinking
wine [48]. Research on the Swiss wine market
showed that the most important motivations
for drinking wine were social motivations —
drinking with friends, to be sociable and socially
accepted, to be distinctive, respected or to
show a mature personality, in order to celebrate
something or as a family tradition. However, the
most important motivation was liking the taste,
while not liking the taste was the most important
reason why consumers did not drink wine [3].

A desire for a healthy lifestyle is another,
but quite complicated, motivation. Martinez-
Carrasco et al. [36], in a study of the Spanish
wine market, found that health reasons for
consuming wine were negatively correlated
with the amount of wine consumed. Zanten [55]
researched the US wine market and discovered
that after finding out more about the positive
impact of drinking wine, consumption increased,
but only for a limited time. This means that the
impact of health does not have a long-term
influence on wine consumption.

1.3 Wine Characteristics Influencing
Wine Purchase

The wine characteristics influencing the

purchase of wine can be divided into four

groups — intrinsic, extrinsic, in-store factors

and situational [41], [9]. Consumers with
a lower level of expertise may rely more on
extrinsic factors, in comparison with more
experienced consumers, who have knowledge
about intrinsic factors and can use them in the
decision process [34]. However, the extrinsic
cues may be more important than the intrinsic
ones, regardless of expertise, because of wine
being consumed “primarily for the experience
with little functional utility” [41].

The decision can change in a case when
the consumer has already tasted the specific
wine before [3], [32] or if it was recommended
to him by friends or family [38]. The choice can
be affected as well by the award of medals or
prizes to a wine brand [32].

1.3.1 Intrinsic Factors

Intrinsic factors are factors associated with the
wine itself, such as colour, taste and quality.
Although taste is shown in many studies
to be the most important reason for wine
consumption [15], [7], it is hard for consumers
to decide according to it, because in the
typical buying situation they cannot taste the
wine prior to purchase. The same problem
arises with the evaluation of quality, as only
the most experienced consumer can be sure
of his decision. Colour is the only intrinsic
cue, according to which the consumer is
able to decide easily and it is one of the first
factors which consumers may evaluate prior to
purchase.

As the intrinsic factors are hard to evaluate
for the majority of consumers, other factors
need to be taken into consideration and it is
usually the extrinsic set of factors which decide
the purchase.

1.3.2 Extrinsic Factors

The most important extrinsic factor for wine
purchase is price [42]. In situations when
consumers cannot decide a purchase by
considering only intrinsic factors, they often
use price because of its expected positive
correlation with quality.

The front and back labels of wine bottles are
designed to provide the consumer with exactly
the type of information he seeks and needs for
a decision and to suit consumers’ tastes and
style. The packaging is very important for both
functional and emotional reasons —it must provide
the information and functions needed and must
be attractive at the same time [3]. Packaging is
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one of the cues which consumers use to evaluate
the quality of a wine. It is interesting that there
is a general preference for natural cork-closed
bottles, while plastic corks are accepted neutrally
and wines closed by screw caps are considered
to be of lower quality [3].

The information which can be found on
labels includes the brand name, vintage,
grape variety, description of taste, wine style,
food fitting reccomendations or production
procedures [31], [53]. The back label helps
consumers to decide, since the majority of them
are not able to match the wine with its label
description [14].

1.3.3 Geographical Context

The geographical origin of a wine is a key
extrinsic factor in fluencing its consumption. The
third most important extrinsic factor in Australia
is the region of origin and the country of origin
is one of the most important extrinsic factors in
Europe [5].

1.3.4 Situational Context

The choices which consumers make do not rely
only on the product itself, but they are affected
also by factors in the shopping environment; for
example by shelf position, advertising banners,
information on the shelves, lighting, crowding
and music [4], [3], [27], [32].

The purchase situation is important as
well, consisting of the actual place of purchase
(restaurant, supermarket, specialized shop)
and the situation the wine is being bought for
(just for relaxing, as a gift, for a collection) [19],
[3], [41]. The factors which consumers decide
on may vary in different situations [9], [1].

2. Methodology
In order to investigate which are the
important influences on wine purchase, as
well as the motivation for drinking wine, in
the Czech Republic, a questionnaire survey
was conducted. The questionnaire adopted
a majority of the questions from Brunner and
Siegrist’s [7] study of Swiss wine consumers. As
the main factors influencing wine consumption
have been researched qualitatively in previous
studies (mostly outside Europe), a quantitative
method was chosen. An online questionnaire
containing 39 questions was run for two weeks
using e-mail and social networks.

The first part of the questionnaire contained
general questions about wine consumption,
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asking consumers, for example, how much
wine they drink per week, where they buy it, or
about their preference for Czech or imported
wines. The second part asked about their
motivation to drink wine, the third about factors
influencing them when they buy wine and the
fourth part contained demographic questions.
One of the general questions concerned
subjective knowledge (consumers’ perception
of their knowledge about wine); while objective
knowledge was not included in the study.
In two weeks, 268 respondents opened the
questionnaire page, and the final sample size
was n=237, after the elimination of incomplete
questionnaires.

The sample is not fully random since the
respondents were contacted via e-mail and
social networks. A generalization for the whole
of the Czech Republic cannot be made since
72% of respondents stated that they were from
the South Moravia Region (Jihomoravsky kraj),
one of 14 Czech regions. Only people who
drink wine at least once a year were asked to
complete the questionnaire.

60% of respondents were women. If age
is taken into consideration, women are in the
majority only in the youngest age group (18-
25), while the older groups have slightly more
males. This result can be explained by the
authors’ perception of the younger generation
in the Czech Republic that wine is seen as
a predominantly female beverage, or the fact that
among young males, beer is the drink of choice.

To measure the agreement of consumers
with various statements concerning the
motivation for and factors associated with wine
drinking, scale questions were used, while the
possible answers were from 1 to 6, where 1
stands for “| strongly agree” and 6 for “I strongly
disagree.”

Three age groups were defined to describe
the youngest generation of wine drinkers (aged
18-25), the middle generation (aged 26—45)
and the oldest generation (aged 46 and more).
The results from the scale questions were
compared between these age groups in order
to identify differences in behaviour.

Cronbach’s alpha was used to test the level
of reliability of the results. Spearman’s rank
correlation coefficient was used to compare the
results of questions about motivation and the
factors influencing wine purchase between age
groups. A comparison of the results by gender
was tested by chi-square.
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3. Results and Discussion

Two sets of findings result from the primary
research — an analysis of wine consumer
motivation and the factors influencing the
purchase of wine; and a comparison and

difference analysis for age groups and gender
segments. The age and gender layout of the
sample can be seen in Figure 1. 60% of the
sample was female, 45% were less than 25
years of age with 21% being over 46.

m Breakdown of sample by age and gender

Gender

M Female

M Male

Age Groups

W 18-25
M 26-45

46 and
more

Tables 1 to 3 show the percentage wine
drinking history of consumers, their preferred
packaging and place of purchase. More than
50% of respondents had been drinking wine
for 10 years or less which might indicate that
there is an extensive pool of inexperienced wine
drinkers.

In the case of the preferred places for wine
purchase, “in a specialized shop” was most
common, while “from a local wine producer” and
“in a supermarket” were close behind. The most
preferred packaging was glass bottles (56%) and
wine drafted from barrels to plastic bottles (37%).

Longevity of wine drinking

Source: Questionnaire results

83% of respondents consumed five or
fewer glasses of wine per week with 39% of
the sample consuming one or none. 70% of
the sample had a stated preference for Czech
wines.

Weekly consumption and preferences
concerning wine origin can be seen in Tables
4 &5.

Consumption is significantly correlated
with age at the 0.01 level and there is greater
consumption of wine with increasing age.
This result is in line with earlier research [35],
[7]. Knowledge was significantly positively

How long have you been a wine drinker?

Less than a year 6.9%
1-10 years 50.7%
11-20 years 16.7%
21-30 years 12.0%
More than 30 years 13.7%
Source: own
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1E1:h74 1 Wine packaging preferences
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Which of these do you prefer (buy most often)?

Drafted wine 37.4%
Bottled wine (glass) 56.1%
Bottled wine (plastic) 2.6%
Wine in carton boxes 0.9%
Other 3.0%
Source: own
1E1:r<E Wine purchasing location
Where do you usually buy wines? (multi-choice question)
In a specialised shop 33.7%
In a local supermarket 23.5%
In a corner-shop 6.0%
From a local wine producer 24.7%
Other 7.0%
Source: own
115 5 Weekly wine consumption
How many glasses (0.21) of wine do you drink per week?
0-1 93
2-5 104
6-10 28
11-15 Y
16 and more 6
Source: own
Provenance preference
Do you prefer Czech or foreign wine?
| always prefer Czech wines 78
| usually prefer Czech wines 89
Without a preference 56
| usually prefer foreign wines 13
| always prefer foreign wines 1
Source: own
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correlated with consumption at the 0.01 level as
well. Earlier studies have identified this feature
[8], [41]. Growing consumption with age and
knowledge is considered to be interrelated,
since with growing age and knowledge the
consumer is more able to savour complex
flavours and to understand better the factors
which differentiate wines.

3.1 Motivations to Drink Wine
The strongest motivation for drinking wine found
in this study was taste, which is in line with the
results of earlier studies [12], [52], [5].

The second biggest motivation to drink
wine was “to celebrate something”, which is
understandable as wine, especially sparkling
wine, which is known as sec or demi sec, is

consumed often as a festive beverage in the
Czech Republic.

Wine drinking in Switzerland is associated
with celebrations and festive occasions [7].
This study had similar results for the third most
important motivation found in this study — the
belief that wine belongs with a nice meal.

Factors such as “l drink wine to be
distinctive” or “to be socially accepted” were
the most negatively evaluated questions.
Cronbach’s alpha was above 0.7 in all cases,
which indicates an acceptable level of reliability.
The results for the questions concerning
motivation to drink wine can be seen in Table 6.

Differences between age groups were tested
by Spearman’s rank correlation coefficient, while
differences between genders were tested by chi-
square.

Motivations to drink wine — Means, Cronbach’s a and Spearman’s coefficient

| drink wine..... Mean Cronbach’s a S::;rfri:::;s
Because | love the taste 1.7722 0.767 -.004
To celebrate something 2.1308 0.765 -.005
Because a glass of wine belongs to a nice meal 3.0886 0.763 -.186
Because | consider wine healthy 3.3966 0.762 -.188
Because it is a tradition in my family 4.2194 0.754 -.061
To be sociable 4.5738 0.752 -.144
s;ie:;ﬁigrinking wine testifies to a mature 5.0127 0.749 013
To be respected 5.1561 0.752 -.140
To be socially accepted 5.2278 0.748 -.032
To be distinctive 5.4388 0.752 -.009

Note: *Correlation is signifiant at the 0.05 level (2-tailed). **Correlation is significant at the 0.01 level (2-tailed). The ques-
tions are ordered according to the mean (that is according to the importance of the motivation of the respondents) from

the most important to the least important.

There were no significant differences between
genders; however, the biggest difference
was found in the case of the answer “to be
distinctive”.

In the case of motivations to drink wine,
two variables were found to be correlated with
age at the 0.05 level, while two more variables
were correlated with age at the 0.01 level.
The strongest correlation with age was the

Source: own

”»

motivation “because | consider wine healthy,
where the importance of the factor grew with
age. The second strongest correlation was with
“because a glass of wine belongs to a nice
meal”’, while its importance grew with age as
well. Other correlations were between age
and the variables “to be respected” and “to be
sociable”, while the importance of these factors
decreased with age.
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3.2 Factors Important in Wine

Purchase
The most important choice factor was the grape
variety. A similar result has been found for the
main segment of US wine consumers [32],
[71, [8]. The information on the label is a key
factor since it contains a lot of information,
e.g. the provenance, which was the second
most important factor in choosing wine. This
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result may be connected to a very strong
inclination to buy Czech wines since more
than 70% of respondents answered that they
more commonly buy Czech wines rather than
imports. Cronbach’s alpha was around 0.76—
0.77 in all cases, which indicated an acceptable
level of reliability. The results of the questions
concerning the factors which influence wine
purchase can be seen in Table 7.

Factors influencing wine purchase — Means, Cronbach’s a and Spearman’s

When buying wine, | pay attention to ...... Mean Cronbach’s a Sg::f;?gz:‘ts
Grape variety 1.9662 .765 -.053
All the infomation on the label 2.0633 .770 -.192
Producer/Brand 2.2363 .768 -.136
Provenance 2.3207 .763 -141
The best possible price/quality ratio 2.3671 .768 .019
Recommendations of friends and acquaintances 2.6034 .768 .039
Wine from local producers 2.8312 770 -.065
Vintage 3.0549 .764 -.191
A well-established producer 3.3080 .769 -.079
Recommendations of salesperson 3.8903 .768 .182
The design of the bottle and the label 4.1392 .760 .254
Bargains and special offers 41477 .759 .094
:NT::SrIy always choose one of the lowest priced 4.9409 766 290
Advertising 5.0591 762 .070

Note: *Correlation is signifiant at the 0.05 level (2-tailed). **Correlation is significant at the 0.01 level (2-tailed). The ques-
tions are ordered according to the mean (that is according to the importance of the motivation of the respondents) from

the most important to the least important.

Several strong correlations were found
between age groups and the factors influencing
wine purchase. The strongest correlation was
with “the design of the bottle and the label” where
the youngest consumers reported that they were
influenced by these factors much more than older
ones. Other factors with a significant correlation,
such as the label, vintage, provenance and
brand/producer, increase in importance with age.
This can be explained by the fact that making
decisions according to these factors might be
too complicated for inexperienced consumers,
but with age, consumers usually gain knowledge
and are more able to evaluate them.

Source: own

In the case of “I nearly always choose one of
the lowest priced wines” and “recommendations
of salesperson”, the trend is diverse — their
importance decreases with age, which can be
explained by the lower disposable income of
the youngest consumers and by their greater
uncertainty when buying wine (and so the need
to ask for advice).

There are major differences between
generations in the Czech Republic in the
importance of the factors which they pay
attention to when buying wine. Older consumers
seem to be more interested in the factors which
require a certain level of knowledge to be
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understood, as there are many combinations
of label information with vintage and countries
of origin vineries from thousands of producers.
As younger consumers generally have a lower
level of knowledge about wine, it is hard for
them to decide according to those factors and
they look at other, less complex clues, such as
design of the bottle, or they seek advice from
the salesperson. The greater importance of
choosing the lowest priced wines for younger
generations is understandable, given that
disposable income usually increases with age.

Therefore it seems that younger consumers
drink wine more for social reasons, while older
consumers are more likely to consume alone
and at home and to focus on the internal aspect
of wine — it being healthy and a part of a meal.

Conclusions

The aim of this study was to explore the
differences in wine buying behaviour between
genders and age groups, as well as their
motivations for drinking wine, in the Czech
Republic. The other factors researched were
knowledge about wine and its relationship to
consumption and to find out which factors and
motivations are the most important for Czech
consumers.

A review of the literature identified some of
the likely main factors in purchasing decisions.
These were included in a questionnaire survey
which was conducted in the Czech Repubilic.
There were 237 usable responses, mainly from
the South Moravia Region (Jihomoravsky kraj).

The taste of wine and the availability of
a special, celebratory, occasion were the
strongest influences upon purchase decisions.
Gender differences were not statistically
significant discriminators of motivation. It
was found that the younger age groups were
motivated to a greater extent by social aspects,
while those of more mature years showed
a tendency to drink wine because it is healthy
and with a meal.

The most important factor in choosing wine
was the grape variety. Major differences were
found between age groups, as older consumers
focused significantly on more complex factors
such as label, vintage, provenance, and the
identity of the producer. Younger consumers
reported a stronger interest in looking at design
and seeking advice. This could be explained by
the low level of expertise of young consumers,
who tend to make the decision on the basis

of less complicated factors, which can be due
to the fact that experience is usually gained
with age. Another explanation could be that
younger consumers may differ in their level of
involvement in the purchase, as they might be
interested only in the drinking of wine and not in
the purchase process. That could be explained
by the different lifestyles of the younger
generation. Therefore, younger consumers
could be looking for ways to make the decision
as easy as possible and therefore they choose
factors which take little time to evaluate.

Consumption grew with both age and
knowledge. Men reported higher levels of
consumption than women. Consumers showed
a clear preference for Czech wines, rather than
imports. Such a strong inclination for own wine
seems to be less common in other countries
and could be used in the marketing of Czech
wines. The reasons for this inclination could be
the focus of future studies, particularly in Central
Europe. It may be that the Czech Republic
has entered a phase of its post communist
development which leads wine consumers to
want to explore home grown products more than
imports from established western producers.

The study was limited mainly by the sample,
as it was not random. The only generalization
possible can be drawn for the region of origin
of the majority of respondents, although the
sample was quite big. Future research could
test these results in other wine consuming
regions of the Czech Republic.

This study has important implications for
marketers, as age is shown to be an important
segmentation factor in the Czech wine market.
Wine marketing campaigns should focus on
different ways of targeting different age groups.
Older consumers are more sophisticated in
their purchasing decisions; however there may
be the potential to wean younger consumers
from beer and other products via a targeted
marketing campaign.
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CZECH WINE CONSUMERS: MATURING WITH AGE?

John R. Anchor, Tereza Lacinova

The purpose of this study is to identify the most important motivations for drinking wine and the
factors influencing wine purchase in the Czech Republic and to ascertain if there are significant
differences between genders and age groups. An online survey was conducted, using e-mail and
social networks, of wine consumers in one of the 14 regions of the Czech Republic. This resulted
in a sample of n=237. Spearman’s correlation test was conducted to find correlations between wine
consumption and age and the chi-square test for differences between genders. Four motivations
were found to be significantly correlated with age — to be sociable, to be respected, because wine is
considered healthy and because it belongs with a nice meal, as well as seven factors affecting wine
purchase — label, provenance, brand/producer, vintage, design of the bottle, recommendations of
salesperson and a preference for the lowest priced wines. As the majority of respondents came from
one of the 14 Czech regions, generalizations for the whole Czech Republic cannot be made. It is
recommended that future work should include more complex segmentation. This paper contributes
to the literature by exploring the Czech wine market, where very little research has been conducted
so far, as well as by exploring the influence of age on the motivation for wine consumption.

Key Words: Wine consumption, consumer behaviour, Czech Republic.
JEL Classiffication: M31.
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